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UNIFORM ACCOUNTING 


B. J. RANK, A.C.A.A. 


1. INTRODUCTION 


Considerable interest was exhibited in 
an announcement made by the Minister 
for Post-War Reconstruction that the 
Division of Industrial Development had 
obtained details of the official German 
scheme of Standardized Accounting 
which was introduced into many branches 
of German industry. The value, if any, 
which the German scheme may have to 
Australian industry has yet to be deter- 
mined. 

Although present interest in the sub- 
ject has been aroused as a result of news 
of German developments, it is proposed 
in this brief review to examine also de- 
velopments in other countries, particu- 
larly the United States of America and 
Great Britain. It may well be that these 
countries will have more that is suitable 
and acceptable to Australian conditions 
than the German system offers. 

It is not proposed at this stage to make 
a detailed examination of the schemes 
drawn up for different industries, as, 
apart from the impossibility of doing so 
in an article of this length, it is con- 
sidered that detailed plans are essentially 
a matter for determination and approval 
by industry itself. Although the thoughts 
of industrial managers may be directed 
to the desirable features of Uniform Ac- 
counting, and, although sponsorship and 
assistance may be given to the formula- 
tion of such schemes, it is believed that 
they must be developed by industry itself. 
The real success of any uniform scheme 
depends on the belief in the industry that 


its use will be conducive te greater 
efficiency. 

Developments in the United States and 
Great Britain are mainly related to Uni- 
form Costing Systems, although it would 
appear to be difficult to obtain uniformity 
in cost accounting without some measure 
of uniformity in financial accounting. 
Under the German scheme the initial ap- 
proach to the subject was more closely 
related to financial accounting, and it ap- 
pears that there has been little real pro- 
gress in Germany in the development of 
Uniform Costing Systems. 

Complete uniformity in accounting is, 
in most instances, impracticable, and the 
degree of uniformity must depend on the 
nature of the industry and the objects in 
view. Greater uniformity than exists at 
desirable in Australian Ac- 
counting. Time and time again this has 
been stressed, but unfortunately with 
little practical result. It is unfortunate 
that accounting theory is, in the main, 
far in advance of accounting practice, 
and that many sections of industry still 
regard recording work as burdensome 
and of comparatively minor importance. 

It may be observed that the Germans 
use the term “standardized” whilst the 
United States and Great Britain have 
adopted the name “Uniform.” The term 
“Associative Accounting” has also been 
observed, but throughout these notes the 
use of the term “uniform” has been main- 
tained. These varying terms are to all 
intents and purposes synonymous. 


present is 
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2. DEFINITION OF UNIFORM ACCOUNTING 


Some confusion exists as to the mean- 
ing of Uniform Accounting and, in some 
quarters the mistaken view is held that it 
is something new and entirely divorced 
from normal double-entry bookkeeping. 
This of course is incorrect, as the term 
merely means that with certain limita- 
tions the keeping of accounts is main- 
tained on uniform principles within an 
industry. Under the German and other 
Continental schemes the overall plan was 
aimed at ensuring a certain measure of 
uniformity even in different industries. 


The Institute of Cost and Works 
Accountants of Great Britain defines 
uniform costing as: 

“The use of the same costing 


methods for different factories in the 
same industry or combine.” 


3. ADVANTAGES 


The advantages may be summarized 
under three headings, viz. : 
(i) To the individual business. 
(ii) To the trade group as a whole. 
(iii) To the economic benefit of the 
nation. 


(i) To the individual business. 

(a) If fully developed it ensures a pro- 
per system of recording the internal and 
external transactions of a business. Pro- 
vided that extremes of uniformity are not 
attempted it should offer as good a re- 
cording system to the business as is 
capable of being devised, with the addi- 
tional benefit that it is comparable with 
other businesses in the industry. 

(b) As it is an overall plan it should 
in general prove cheaper to create and 
instal than individual plans for each 
business. 

(c) It provides an appreciation of the 
value of cost ascertainment, and the bene- 
fits to be derived from proper recording 
methods. 

(d) If the advantages of comparability 
are exploited it enables the individual 
firm to determine its relative efficiency 
with other firms in the industry and take 
corrective action where necessary. 

(ii) To the trade group. 

(a) It develops the spirit of co-opera- 
tion and mutual understanding between 
members of an industry. 


The Department of Manufacture of the 
United States Chamber of Commerce de- 
fines it as: 


“Comprising a set of principles, 
and in some cases of accounting 
methods, which, when incorporated 
in the accounting systems of indi- 
vidual members of an industry, will 
result in the obtaining of cost figures 
on a comparable basis.” 


The ultimate aim of uniform account- 
ing is comparability between businesses of 
the same type, but in seeking such com- 
parability, simplicity and some measure 
of elasticity must be granted. A too rigid 
adoption of uniform principles involving 
extensive detail may ultimately do more 
harm than good. 


AND OBJECTIONS 
(b) It assists in the presentation of 
facts to Governmental Organizations and 
other authorities in relation to matters 
such as the following: 
(1) Substantiation of claims for sub- 
sidies. 
(2) Necessity for tariff protection. 
(3) Applications for price variations. 
(4) Dealing with other problems of 
the industry where statutory 
powers exist in relation thereto. 

(c) It ensures that accounting within 
an industry is modernized and that pro- 
gressive and co-ordinated changes occur. 

(d) It eliminates uninformed competi- 
tion and tends to place the industry on a 
sounder basis. 

(e) Through co-operation and compari- 
son the most efficient and economical pro- 
cesses of manufacture are developed. 

(iii) To the Nation. 

(a) With the development of greater 
efficiency in the individual industrial 
units the nation as a whole must benefit. 

(b) In war-time it ensures a measure 
of control over the commodities which are 
most essential to the country. 

(c) It assists in the checking of gov- 
ernment contract prices where such check 
is needed. 

(d) It is valuable where some control 
by statutory powers is desirable. 

(e) Trade statistics are more informa- 
tive and accurate. 
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Advantages and Objections—continued 
OBJECTIONS 

Although certain objections may be 
raised it is considered, provided extremes 
of uniformity are not attempted, the ob- 
jections are far outweighed by the advan- 
tages. The following illustrates possible 
objections to the introduction of uniform 
schemes: 

(a) It may mean that satisfactory ac- 
counting systems have to be discarded or 
varied considerably to fit into the uni- 
form scheme. Installation cost is involved 
in a change-over of this nature. 

(b) Some time must elapse before any 
worth-while result is noticeable. 

(c) Businesses even of the same type 
vary considerably in size and manufac- 
turing processes, and it is extremely diffi- 
cult to devise a single scheme suitable to 
all businesses. 

(d) Competition within the industry 
may in some instances be weakened, and 
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the stronger firms may develop monopolis- 
tie tendencies. 

(e) It may tend to destroy initiative 
and promote an atmosphere of inertia on 
the part of the accounting staff, and in 
some respects may even retard the ad- 
vancement of accountancy as a science, 

In this latter regard, the remarks of 
C. B. Couchman of the United States are 
of interest. “Accountancy still consists to 
a large extent of exploratory work. The 
adoption of a rigid set of principles might 
debar continued exploration so that prin- 
ciples or procedures which might be of 
infinite help might continue to remain be- 
yond the horizon of our thought and 
experimentation.” 

(f) In Australia, where many indus- 
trial groups consist of a relatively small 
number of businesses, and many of the 
businesses are small in themselves, some 
difficulty might arise in developing and 
maintaining uniform accounting schemes. 


4. UNIFORM ACCOUNTING IN GERMANY 


The departure of the handcraftsman 
and the introduction of machines with the 
consequent growth in the size of busi- 


nesses and the development of industry 
into combines and syndicates resulted in 
somewhat similar developments in the ac- 
countancy field. Even towards the end 
of the last century some attempts were 
made to organize accountancy in certain 
sections of industry along uniform lines. 
However, the progress made was of com- 
paratively minor importance, and it was 
not until the years following the First 
World War that there were any worth- 
while attempts at uniformity. 

In 1928 Professor Schmalenbach of 
Cologne University published “The Model 
Chart of Accounts” (Der Kontenrahmen). 
This chart or classification of accounts 
was intended to be adaptable to suit any 
business undertaking and, therefore, later 
developments in Germany were directed 
to an overall scheme for all industry. 
Schmalenbach’s classification of accounts 
became the basis of the German official 
scheme of Uniform Accounting. Until 
1933 Professor Schmalenbach was Chair- 
man of the Management Sub-Committee 
of the Reich Economic Development 
Trust, but it is believed that he was then 
forced to resign by the Nazis. 


In 1933 accounting came under review 
in connection with the drive to promote 
greater efficiency. The present scheme of 
Uniform Accounting was brought to 
fruition in November, 1937, when 
Goering, as Commissar for the Four Year 
Plan, issued a decree under the title 
“Principles of Bookkeeping Regulations.” 
The following is quoted from the decree: 
“The new aims of the German economy 
eall for increased output and efficiency 
from business undertakings. The fulfil- 
ment of this great task requires a thor- 
ough knowledge and a close control of all 
business transactions. Thus a_ well- 
developed accounting system is a primary 
factor in the re-organization of industry. 
The public interest and in particular the 
aims of the Four Year Plan demand that 
the accounting system of all firms should 
be arranged on uniform principles. Sys- 
tematic mutual exchange of experience, 
especially in the form of comparative 
analysis of companies, will help towards 
this end.” 

The Authority responsible to the Ger- 
man Government for the development of 
Uniform Accounting was the Reich Eco- 
nomic Development Trust. The plans for 
each particular industry were drawn up 
by this body in conjunction with the 
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Uniform Accounting in Germany—continued 
various industrial groups (Trade Associa- 
tions) concerned. Although the system 
was compulsory and the schemes were 
subject. to official approval, they were 
substantially designed by the members of 
the particular industry concerned, and it 
is believed that, generally speaking, the 
implementation of the system met with 
very little opposition. 

Some 300 plans of accounts were drawn 
up for various industries, but the extent 
to which they were applied on a practical 
basis is not known. Information received 
indicates that firms generally were satis- 
fied with the system and with the vital 
information it provided for managerial 
purposes. Its real effect was that man- 
agement began to fully appreciate the 
value of sound principles of accounting. 
It is interesting to note that the Regu- 
lations on Uniform Accounting systems 
are still valid in the American and British 
Zones of Germany. 

The following, which is quoted from 
“Kontenrahmen und Betriebsabrechnung,” 
published in Berlin in 1946, may be com- 
pared with Goering’s decree issued under 
very different circumstances nine years 
earlier. “In getting to grips with this 
problem of the relationship between the 
enterprise and the economy an important 
source of information is the accounting 
system which reflects in figures all the 
activities of the enterprise. More and 
more it is coming to the fore as an indis- 
pensable servant of economic policy. A 
methodical system has great influence 
upon the amount of the costs, and there- 
fore of prices, and also provides a means 
of testing their reasonableness. At the 
same time it is an indispensable pre- 
requisite for increasing industrial pro- 
ductivity and expanding the economy. 
All this makes it necessary to establish 
the accounting systems of the German 
economy on uniform principles, and 
thereby bring about a closer interweaving 
of private and public economic interests. 
However, a well ordered accounting sys- 
tem is also in the best interests of the 
enterprise itself, not only in order to 
comply with requirements of commercial, 
taxation and other laws, but, above all, 
because it is an indispensable instrument 
for the control, supervision and direction 
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of performance and output. Therefore, 
the accounting system must be so organ- 
ized as to provide at all times sufficient 
information as to the conduct of the 
enterprise.” 

The position in regard to the develop- 
ment of German Uniform Costing Pro- 
cedure is obscure, but the publication 
“General Rules for Industrial Cost Ac- 
counting” was issued by the Reich Group 
for Industry, Berlin, in 1942. The object 
of these Rules is stated to be to improve 
and standardize the system of accounting 
and establish a foundation whereby a 
higher standard of economy and efficiency 
can be obtained with the aid of clear and 
comparative costs. The Rules are of a 
general nature only, and individual in- 
dustrial groups were required to draw up 
schemes for their particular groups. The 
progress made as regards the introdue- 
tion of Uniform Costing Schemes for par- 
ticular industrial groups is not known, 
but according to Dr. Singer the first Cost 
Accounting Directives (approved in 
1942) were those for the so-called “Metal 


Bloc” comprising engineering works, iron 
and steel foundries, the aircraft industry, 
the motor and rolling stock groups, and 


optical and scientific instrument makers. 

This brief history of German Uniform 
Accounting, whilst possibly not serving 
any practical purpose, may serve to illus- 
trate, firstly, that the scheme was devel- 
oped over a long period of years; 
secondly, that it did not disappear with 
the Nazi regime, and lastly, although it 
was compulsory in certain sections of in- 
dustry, it was, in the main, welcomed by 
industry as a beneficial acquisition. Those 
interested in the further examination of 
German Uniform Accounting should not 
be unduly influenced by its compulsory 
nature. 

A more lengthy exposition of the Ger- 
man scheme may be obtained from Stan- 
dardized Accountancy in Germany, by H. 
W. Singer. This book, which was pub- 
lished in 1943 by the National Institute 
of Economie and Social Research (Lon- 
don), includes a Model Chart of Accounts 
and an example of a Factory Analysis 
Sheet. Although certain parts of Dr. 
Singer’s publication are difficult to under- 
stand, it does appear to cover the subject 
particularly well. Those people who ex- 
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Uniform Accounting in Germany—continued 

pect something new or novel in Account- 
ancy in the German Scheme are, I think, 
bound to be disappointed, as it is sub- 
stantially an attempt to create some mea- 
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sure of orderliness and uniformity out of 
the chaos that exists in accounting prac- 
tice. Only the future will prove the 
success or otherwise of this German 
experiment. 


5. UNIFORM ACCOUNTING IN GREAT BRITAIN 


Uniform Accounting, or perhaps more 
correctly Uniform Cost Accounting, has 
made some development in Great Britain 
over the past twenty years. The follow- 
ing schemes have been drawn up and in- 
formation thereon published for the as- 
sistance of the firms within the particular 
industry. 

(i) The British Federation of Master 

Printers (1919). 
The British Tin Box Manufac- 
turers’ Federation Costing Sys- 
tem (1926). 
Standard System of Cost Ac- 
counting—The British Electrical 
and Allied Manufacturers Asso- 
ciation (1927). 
Costing for the Cocoa, Chocolate 
and Sugar Confectionery Trades 
(1932). 
Uniform Cost System The 
National Federation of Iron and 
Steel Manufacturers (1935). 
Memorandum on Methods of 
Costing—National Federation of 
Hosiery Manufacturers’ Associa- 
tions (1936). 
An outline of the Principles and 
Practice of Uniform Costing for 
use by members of the Bolt and 
Nut Associations in Great Britain 
(1942). 
Cost Ascertainment Methods for 
the Ironfounding Industry (1948). 
Recommendations for Uniform 
Cost Estimating and Cost Find- 
ing for the Drop Forging In- 
dustry (1944). 
Report on the installation of a 
Uniform Cost Method for Grey 
Cloth Manufacturing Firms (Two 
Parts) (1947). 
Uniform Cost 
Steel Fabricating 
industries (1948). 

(xii) Uniform Cost Accounting for the 

Fertilizer Industry (1948). 

An examination of these publications 

reveals that they are mainly intended for 


(ii) 


(iii) 


(iv) 


(viii) 


(ix) 


Accounting for 
and kindred 


(xi) 


the purpose of setting-out uniform 
methods of ascertainment. This is, 
of course, an essential pre-requisite of 
uniformity for the purposes of inter- 
business comparability, but there is no 
indication that any attempt has been 
made at comparing costs between firms 
within the same industry. To what extent 
these schemes have been put into prac- 
tice is not known to the writer, but it 
appears likely that many of the firms 
within the industries concerned do not 
follow the principles outlined. As the 
books are drawn up by unrelated Trade 
Associations they lack any general over- 
all uniformity either in principles or 
purpose. 


cost 


In addition to the schemes mentioned, 
the following are other trade associations 
which, according to the Institute of Cost 
and Works Accountants (Great Britain 
have adopted or contemplate formulating 
a uniform costing system. 

(i) The British Gas Federation. 

(ii) The British 
tion. 
The British Paper Box Manufae- 
turers’ Federation. 
The British Plasties Federation. 
The British Pottery Manufac- 
turers’ Federation. 
The British Steel Castings Asso- 
ciation. 
The British Steel Wire Industry 
Association. 
The Cold Rolled Brass and Cop- 
per Association. 
The Federation of Wholesale and 
Multiple Bakers. 
The Institution of 
derers Ltd. 
The Internal Combustion Engine 
Manufacturers’ Association. 
The Light Castings Iron Found- 
ers’ Association. 
The National Association of Mas- 
ter Bakers, Confectioners and 
Caterers. 


Paper Bag Federa- 


British Laun- 
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Uniform Accounting in Great Britain—continued 
(xiv) The National Federation of Asso- 
ciated Paint, Colour and Varnish 
Manufacturers of the United 
Kingdom. 
(xv) The Wholesale Clothing Manu- 
facturers’ Federation of Great 
Britain. 

It is also interesting to note that under 
the English Industrial Organization and 
Development Act of 1947 one of the funce- 
tions of the Development Councils to be 
formed thereunder is that of: 

“Promoting the improvement of 
Accounting and Costing Practice and 
uniformity therein, including in par- 
ticular the formulation of Standard 
Costings.” 

These proposals received more definite 
advancement under “Proposals for a Cot- 
ton Industry Development Council Or- 
der,” published by the Board of Trade in 
1948. Provision is made therein that one 
of the functions of the Cotton Board 1948 
in relation to the industry as a whole is: 

“Promoting the improvement of 
Accounting and Costing Practice and 
uniformity therein, including the 
formulation of standard costing and 
promoting the collection and formu- 
lation of statistics.” 

As further evidence of current thought 
in England on this subject, the following 
extracts have been taken from “Working 
Party Reports” published under the aus- 
pices of the British Board of Trade. These 
Reports are authoritative documents and 
it is considered that recommendations 
and other details therein may be accepted 
as a true reflection of opinion so far as 
each particular industry is concerned. 


Workine Party Report—JEWELLERY AND 
SILVERWARE, 1946. 

“In our view it is highly desirable that 
firms should be converted as soon as pos- 
sible to the adoption of an effective cost- 
ings system, and also that comparable 
figures should be able to be returned by 
different firms so that statistical informa- 
tion about costings can be made available 
about the industry as a whole. It should 
not pass the wit of man to work out an 
effective system, appropriate to the indus- 
try and uniform in its main outlines. 
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“We therefore recommend: 

(a) That the Federation or Association 
appoint a small committee from 
the industry to work out, with the 
advice of costing experts with ex- 
perience of other industries, an 
effective system of costing capable 
of adaptation to the requirements 
of the various sections but uniform 
in its main outlines for the whole 
industry. 

That the Federation or Association 
establish its own Costings Branch, 
with expert officers to give advice 
to firms on costing problems and to 
persuade management of the value, 
to themselves and to the industry 
as a whole, of the use of the sug- 
gested uniform system of costing.” 


WorKING Party Report—Woo.t—1947. 


“We find that there is a growing re- 
alization, stimulated by war-time experi- 
ence, of the need for accurate eost data. 
There is still much to be done in the way 
of compilation of standard and even 
average costs for each section of the in- 
dustry, both to enable each firm to 
measure and improve its own efficiency 
and for other purposes. We feel that 
there is considerable scope for the various 
trade associations to collect cost and per- 
formance data and, with suitable safe- 
guards, to make the figures available to 
their members. , 


“We understand that at least one trade 
association (the Heavy Woollen District 
Manufacturers’ Association) is attempt- 
ing an experiment on these lines and has 
engaged the full-time services of a cost 
accountant with a view to obtaining from, 
and issuing to, the member firms com- 
parative figures of process and product 
costs. 

“The ideal to be aimed at was well 
stated by one of our professional wit- 
nesses—to identify, record and suitably 
present to ali firms in the section of the 
industry concerned the best achievements 
in the matter of performance and costs. 
Each firm would thus be able to see and 
to be reminded at short intervals of its 
performance and costs relative to the 
average and the best results in the 
industry. 
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Uniform Accounting in Great Britain—continued 

“Such a scheme would involve the mem- 
ber firms in installing and maintaining a 
system, uniform in conception, method 
and terminology. The details would 
naturally vary considerably between dif- 
ferent sections and different firms within 
the same section, but there is sufficient 
common ground to allow for uniformity 
in system. 

“Accounting for cost and control of cost 
should be developed and consideration 
given to the adoption of uniform methods 
of cost recording and presentation within 
each section of the industry. The adop- 
tion of uniform methods would enable 
standard or average costs, or both, to be 
completed on a common basis throughout 
each section of the trade. The various 
trade associations have considerable scope 
to assist improvement in the efficiency of 
the industry, through the collection and 
interpretation of cost and performance 
data, and, with suitable safeguards, to 
make the information available to their 
members.” 

WorkinG Party Report—LINOLEUM AND 
FELT Base, 1947. 

“We are therefore of the opinion that 
considerable advantages are to be gained 
if the industry as a whole takes steps to 
define for costing purposes the different 
terms and processes and classification of 
expenditure, and if it adopts a uniform 
costing system. Once the cost figures 
have been reduced to a common basis we 
consider that benefits may be expected 
to be derived by the exchange of cost in- 
formation within the industry. 

“We recommend that the industry 
should take prompt steps to introduce a 
uniform system of costing of definitions, 
of terms and processes and of classifica- 
tion of expenditure. 

“We recommend that all firms in the 
industry should furnish periodical costs of 
selected standard lines to an independent 
accountant, who would collate the infor- 
mation and cireularize it (without dis- 
closure of the results of particular firms) 
throughout the industry.” 

WorkKinG Party Rerort—HeEavy 
CLOTHING, 1947. 

“The experience of costing for Govern- 
ment contracts emphasizes without doubt 
that one of the greatest fillips to the in- 
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dustry’s efficiency would be a standard 
method of costing in common use among 
all firms. The task of comparing manu- 
facturers’ costs produced by entirely 
unrelated systems brought to light the 
difficulty of obtaining much really useful 
information from them. 

“Whilst a standard system would not 
be easy to develop it would amply repay 
the time and trouble involved and its 
development would increase the effective- 
ness of the costing itself. Once developed 
and commonly operating, it would allow 
a free and voluntary interchange between 
members of the industry of information 
that would incite valuable comparison. 
Instead of the best brains of the industry 
being confined to their own immediate 
field, they would receive stimulation from 
such comparisons and the contacts that 
would inevitably follow. 

“Tf the initiative were taken by the 
Council of the Heavy Clothing Industry 
to formulate a sound costing system the 
initial cost would be borne by the in- 
dustry as a whole and the best system 
would thus be brought within the means 
of every member. It is our view that 
steps should be taken to that end.” 
LACE, 1947. 

“The Working Party recommend that 
each section should take into considera- 
tion the establishment of a common prin- 
ciple of costing for use by individual 
firms.” 


WorRKING Party REPoRT— 


WorkING Party Report—RvuBBER-PROOFED 
CLOTHING, 1947. 

This Report includes an appendix set- 
ting out the advantages and requisites 
of a satisfactory costing system. The re- 
port also recommends that to aid the 
small manufacturer a central organiza- 
tion for the industry should have a cost- 
ing committee whose purpose would be 
to give advice and guidance on the use 
of costing. 


1948. 


“The adoption of a system of cost ac- 
counting common to the industry has the 
added advantage that the uniformity 
gained in the method of preparation, in 
classification of expenses and in termin- 
ology furnishes each producer with the 


WorKING Party REPoRT—JUTE, 
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opportunity of comparing his costs with 
those of other producers, thus affording 
a stimulus to increased efficiency. We 
visualize that with a uniform cost system 
in general operation, the results of in- 
dividual producers would be” collated 
through some central agency and issued 
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to the industry subject to the precautions 
necessary to avoid the disclosure of the 
identity of individual firms. We there- 
fore trust that the industry will press on 
with the introduction of a uniform system 
of cost accounting and will publish to 
the members in a suitable form the data 
thus made available.” 


6. UNIFORM ACCOUNTING IN THE UNITED STATES OF AMERICA 


In the early years of the present cen- 
tury some efforts were made by American 
Steel Foundries to develop their Account- 
ing methods along uniform lines. The 
Printing Industry was also an early en- 
trant into this field of uniformity. Other 
industries followed, and many were in- 
terested in the subject during the First 
World War period. The use of uniform 
methods of accounting received consider- 
able impetus through the National Indus- 
trial Recovery Act of 1933. This Act pro- 
vided for Codes of Fair Competition 
under which business was to be conducted. 
It was originally provided that the Act 
had a duration of two years, and, al- 
though it was limited to industries en- 
gaged in interstate commerce, the N.R.A. 


(National Recovery Administration) in- 
terpreted the Act in a broad sense which 

“ought under the Code practically every 
broug I } 


industry in the country. Immediately 
prior to the expiration of the first two- 
year period, and whilst Congress was con- 
sidering extending the life of the Act and 
its Codes, the Supreme Court held that 
the code-making section of the Act was 
invalid, as it was so vaguely worded that 
it was an improper delegation of legis- 
lative authority by Congress to the execu- 
tive branch of the Government (Schechter 
Poultry Corporation v. United States). In 
view of this decision, all the codes were 
suspended. 

During the operation of the Act many 
Codes were drawn up and extracts there- 
from make interesting reading: 


Laundry, Dry Cleaning Machinery 
Manufacturing Industry. 
Approved 3rd October, 1933. 


‘*Every employer shall use an account- 
ing system which conforms to the prin- 
ciples of and is at least as detailed and 
compkte as the uniform and standard 


method of accounting and the uniform and 
standard method of costing to be formu- 
lated or approved by the supervisory 
agency and subject to review by the ad- 
ministration, with such variations there- 
from as may be required by the individual 
conditions affecting any employer or group 
of employers and as may be approved by 
the supervisory agency and made supple- 
ments to the said formulated or approved 
methods of accounting and costing. 


‘*No employer shall sell or exchange any 
product of his manufacture at a price or 
upon terms or conditions that will result 
in the customer paying for the goods re- 
ceived less than the cost to the seller deter- 
mined in accordance with the uniform and 
standard method of costing herein pre- 
seribed.’’ 


Builders’ Supply and Trade Industry. 
Approved 3rd October, 1933. 


‘*It is the judgment of the Builders’ 
Supply Industry that accurate knowledge 
of costs is indispensable to the proper ad- 
ministration of the provisions of this code. 

‘*Each dealer in Builders’ Supplies, sub- 
ject to the jurisdiction of this code, may 
instal such simplified uniform system of 
accounting as may be recommended by the 
code authority (or its properly authorized 
agent) and approved by the Administra- 
tion. 


‘*No member of the industry shall sell 
any material below cost. Cost shall be 
interpreted as the actual cost of merchan- 
dise plus every element of expense in- 
volved in completing the sale and delivery 
of merchandise to the customer. In deter- 
mining the cost involved in completing the 
sale and delivery of merchandise to the 
purchaser, commonly known as overhead, 
the statistical mode shall be applied.’’ 
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Vitrified Clay Sewer Pipe Manufacturing 
Industry. 
Approved 27th November, 1933. 


‘Allowable cost in each respective 


Region or District shall include the follow- 
ing elements: 
Direct labour ; 
Materials at cost; 
Proportionate share of indirect ex- 
penses and fixed charges. 


‘*Indirect expenses are to include depre- 
ciation and/or depletion computed accord- 
ing to the maximum rates allowed to the 
respective members of the industry by the 
Federal Income Tax Procedure, but to ex- 
elude the following items: 

Any reserves other than for deprecia- 
tion and/or depletion ; 

Interest paid ; 

Executive salaries in excess of 10,000 
dollars per annum for each execu- 
tive; 

Salesmen’s salaries and expenses ; 

Commissions ; 

Advertising ; 

Other selling expenses.”’ 


The fact that it was considered necessary 
to endeavour to restrain American in- 
dustry from selling below cost in 1933 
seems strange when viewed in the light of 
present-day conditions. Although it may 
be doubtful whether any effeetive action 
can be taken against price cutting, even if 
it be desirable to do so, the scheme did have 
the effect of making American industry 
cost-conscious and enabled a full realiza- 
tion of the benefits to be gained by co- 
operative action within an industry. The 
experiment was an interesting one, and it 
is regrettable that it was of such short 
duration; nevertheless it did advance uni- 
form accounting within industries much 
further in America than had then been 
achieved in other countries, and it is be- 
lieved that uniform accounting within 
American industry has continued to de- 
velop, and schemes originally laid down 
have been utilized and enlarged upon. It 
is understood that some hundreds of uni- 
form schemes have been drawn up and it 
is not unreasonable to assume that Ameri- 
can industrial efficiency has gained thereby. 
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It is not practicable to examine the de- 
tail of uniform schemes as adopted in 
America, as they are so varied and are 
intended to suit the particular require- 
ments of each industry. The following 
are listed by the National Association of 
Cost Accountants (N.A.C.A. Bulletin, 
Volume (xx), Number 19, Section 2, 
1939). The Association points out that 
the list is by no means complete. It is, 
however, illustrative of the extent of the 
development of uniform schemes in the 
United States of America: 


Banks and Banking 
Bolts and Nuts 
Bookbinders 

Boxes 

Breweries 
Confections 
Conveying and Hoisting 
Dyers and Cleaners 
Electrical 
Fertilizer 

Floor Coverings 
Forging 

Foundries 
Furniture 
Horticulture 
Hospitals 

Hotels 

Ice Cream 

Knit Goods 
Laundries 

Leather 

Lumber 

Macaroni 
Machinery 

Machine Tools 
Meat Packing 

Milk Dealers 
Monuments 

Paint and Varnish 
Paper and Paper Products 
Petroleum 

Printing and Publishing 
Restaurant 

Retail Trade 
Rubber 

Sand and Gravel 
Textiles 

Water Works. 
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7. FRENCH UNIFORM ACCOUNTING 


An interesting article on progress in 
this field in France was published in The 
Accountant of 26th February, 1949, and 
5th March, 1949. 


In April, 1946, the French Government 
set up a Commission for the rationaliza- 
tion of accountancy. The scheme drawn 
up by the Commission, was adopted in 
1947, and imposed by legislation on 
nationalized industries with immediate 
effect, and on French businesses gener- 
ally as soon as individual schemes, based 
on the general plan had been devised. 
The scheme appears to have been based 
on a mixture of American and European 
methods of accounting and embraces 
financial and cost accounting. The basic 


plan of accounts is divided into ten 


8. DEVELOPMENTS IN AUSTRALIA 


most useful to members of the Federation 
and is widely used in the industry. 
e 


So far as is known there has been prac- 
tically no development of Uniform Ac- 
counting in Australia. Probably the 
nearest approach to anything of this 
nature was the issue of a booklet on 
Standard Hourly Cost Rates by the Print- 
ing and Allied Trade Employers’ Federa- 
tion for the use of their members in de- 
termining the cost of various printing 
operations. Although not a uniform 
scheme of costing in the wider sense, it is 
believed that this publication has proved 


groups and numbering is by decimal sys- 
tem similar to the German scheme. The 
French scheme appears to be wider in 
scope, however, than the German one, and 
prescribes standard Balance Sheet and 
Trading and Profit and Loss Accounts. 
The following books or a variation there- 
of are required to be kept under French 
law: 

(i) Journal, 

(ii) Inventory Book, 

(iii) General Ledger, 

(iv) Trial Balance Book, 

(v) Wages Book. 


A more detailed explanation of the 
French scheme may be obtained from the 
article referred to above or from the 
French publication, Le Plan Comptable. 


Australia’s relative isolation from the 
commercial world and the comparatively 
small structure of its industries may in 
the past, have been advanced as reasons 
for this lack of interest. With the rapid 
growth of Australian industry and im- 
proved means of transport and com- 
munication, these reasons are fast dis- 
appearing. 


9. FURTHER REFERENCES 


More detailed information relative to 
developments in Uniform Accounting 
may be obtained from the following: 

(a) ‘‘Standardized Accountancy in Ger- 
many,’’ by H. W. Singer. 
‘‘Uniform Accounting’’— Lecture 
delivered by <A. Clunies-Ross_ to 
members of the Commonwealth In- 
stitute of Accountants in Canberra 
and Hobart. (The Australian Ac- 
countant, March, 1946.) 

‘‘Uniform Accounting,’’ by Charles 
J. Berg and E. Gower (The Aus- 
tralian Accountant, April, 1946). 
The Accounting Review—Article by 
C. Meatz, June and September, 
1940. 


(b) 


(e) ‘‘Uniform Cost Accounting and the 
Principles of Cost Ascertainment,”’ 
published by the Institute of Cost 
and Works Accountants (Great 
Britain), 1947. 


‘‘The trend towards uniform cost- 
ing methods in industry.’’ An ad- 
dress delivered before the London 
and District Society of Chartered 
Accountants. Reproduced in Thé 
Accountant, 3rd and 10th July, 
1943. 


‘*Pros and Cons of Standardized 
Accounts,’’ Accountancy, December, 
1942. 


(Continued on page 443) 
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10. CONCLUSION 


Although objection may be taken to 
any rigid system, the need for greater 
uniformity in accounting and cost ac- 
counting, with the consequential improve- 
ment in accounting practice generally, 
ean hardly be disputed; and Australia 
must not lag behind other countries in the 
proper utilization of accounting as an aid 
to industrial efficiency. The main disad- 
vantages of uniformity exist only where 
extremes are followed, and each case 
must therefore be determined on its 
merits. “Uniformity for the sake of uni- 
formity is absurd.” It is not material 
whether we learn from German or other 
European developments, or whether we 
prefer to follow the pattern adopted in 
Great Britain and America. The compul- 
sory nature of the German and Contin- 
ental Schemes should not, however, be al- 
lowed to influence the consideration of 
their possible value. 

It was found in America that wide- 
spread lack of interest existed in the 
early stages, and owing to this apathy it 
was difficult to advance many schemes be- 
yond the preliminary stages. The Asso- 
ciation members liked to “talk” efficiency 
but did not endeavour to “practice” it. 
Another difficulty was the cost of instal- 
lation, which in 1933 was of considerable 
importance to manufacturers who were 
seeking to avoid any new commitments, 
particularly those which would produce 
no immediate financial benefit. At the 
present time the opposite economic posi- 


tion exists, but paradoxically it may be 
expected that many manufacturers, due 
to present satisfactory trading results, 
will see no reason to change their exist- 
ing set-up. 

It appears to be essential to success 
that the uniform plan be developed by 
or under the direction of the industry 
concerned, and in this respect Trade Asso- 
cations not only have an unrivalled op- 
portunity to assist their members but 
have a national responsibility to advance 
Australian industrial efficiency. Consider- 
able influence may be exerted and assist- 
ance granted by such organizations as: 

(i) Accountancy Institutes, 

(ii) Chambers of Manufactures, 

(iii) Chambers of Commerce, 

(iv) Institutes of Industrial Manage- 
ment, 

(v) Standards Association, 

(vi) Stock Exchanges, 

(vii) Governmental Authorities, 

(vill) Accountancy Colleges, 

(ix) Universities. 

Although a theoretical approach may 
be necessary in the first instance, the mat- 
ter is more one of the application of prin- 
ciples that already exist than the deter- 
mination of new accounting principles 
and techniques. The need for greater 
efficiency in recording work is only one 
of the many present-day management 
problems, and as Australia progresses in- 
dustrially this and other similar problems 
must be faced and solutions sought. 





THE U.K. COMPANIES ACT 


The (U.K. Companies) Act seems to promise considerable flexibility in treatment, 


and there is an implication that the ‘‘best practice’’ 
This may have a smell of heresy for some, but even the ‘‘best prac- 


able in 1949. 


of 1947 may not always be suit- 


tice’’ will not master all problems in a developing world, and it is dangerous to let 
it harden into a fixed tradition, that useful guide but unreliable master. 


W. G. Campbell, in The Accountant, August, 7, 1948. 





AUDITORS AND COST ACCOUNTING 


Standard costing is the only accounting method I know of that is continually 
proving the accuracy of the Costing, and at the same time gives you a control 
account in the ledgers for work in progress. To be candid, I don’t see how you can 
be a good auditor, from this particular point of view, unless you are as familiar 
with standard costing as you are with the back of your hand. 


Basil Smallpeirce, in The Accountant; April 17, 1948. 





The Australian Accountant 


December, 1949 


THE ACCOUNTING IMPLICATIONS OF 
THE IDENTITY—SAVING EQUALS ASSET 
FORMATION 


by 


F. SEWELL Bray 


Senior Nuffield Research Fellow in the Department of Applied Economies, 
University of Cambridge. 


(The Sizth Commonwealth Institute of Accountants Annual 
Research Lecture delivered in the Canberra University College 
on 4th October, 1949.) 


In ease it should be thought that we 
have the temerity, at this late date, to 
disturb what by now has become a settled 
piece of economic disputation, it seems 
well to explain at the outset that it is not 
the purpose of this discussion to question 
the validity of the fundamental identity 
—saving equals asset formation. What 
we are seeking to do, is to show how this 
identity is in fact resolved in the real 
world, insofar as recorded transactions, 
set within a framework which the tech- 
nique of double-entry accounting re- 
quires, can reveal it. 


In a simple closed economy this identity 
is readily apparent if recourse is had to a 


system of accounts 
which deals with the aggregates of such 
transactions as have actually happened. 
Thus, if we are thinking about the saving 
and asset formation which has taken place, 
then as a simple matter of accounting the 
two will be identically equal to one an- 
other quite apart from the mechanism we 
adopt to explain the behaviour which 
brings about the interconnection of the 
principal economic aggregates. The propo- 
sition that saving is equal to asset forma- 
tion does not have to be verified by observ- 
ing how people behave, for it can be easily 
deduced from a general property of the 
accounting system to which we have re- 
ferred. This accounting point of view is 
demonstrated by setting up accounts in the 
form which we illustrate and explain later 
in this paper. 

If we are thinking of the saving and 
asset formation of the future, and thereby 
adopt the ex ante point of view, we may 
appropriately think of a schedule of saving 


properly designed 


in terms of income and a different schedule 
of asset formation in terms of income, and 
consider income determination, other 
things being given, by the intersection of 
the two schedules; just as in the ordinary 
technique of supply and demand curves. 

This view of the matter has been simply 
and effectively expressed thus: ‘‘When in- 
vestment increases, incomes rise to the 
point at which saving increases equally, 
but if the desire to save increases, incomes 
fall off so much than on balance saving is 
no greater than before. It is through 
changes in income that the equality of 
saving and investment is preserved. Thus 
the level of income is determined by the 
rate of investment and the desire to save; 
given the desire to save, the level of in- 
come that will rule is governed by the rate 
of investment. And given the rate of in- 
vestment the level of income is determined 
by the desire to save.’’! 

In a simple closed economy the identity 
we are considering holds with a minimum 
of dependence on other counter-balancing 
factors. If we bring such an economy into 
relation with the rest of the world then, as 
is well known, it is necessary to resolve our 
identity by introducing external net lend- 
ing along with internal asset formation. 
In a complex economy such as exists in the 
real world, however, there are a number of 
contributory counter-balancing factors 
which a concentration on the crux of the 
matter outlined above, does not necessarily 


1 Introduction to the Theory of Employment, 
by Joan Robinson, p. 13, London, Macmillan, 
1947, Investment in Mrs. Robinson’s terminology 
is equivalent to asset formation in the context of 
this article. 
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reveal, but which the accounting approach 
does make us aware of. A familiar instance 
is contained in the statement that ‘‘total net 
lending within a closed economic system is 
necessarily zero,’’* but there are other ex- 
amples which may be important and which 
are not quite so well known. 


It is the great merit of double-entry ac- 
counting that it provides a check on the 
disposition of recorded transactions. Once 
a verifiable transaction has been recorded 
in a double-entry system of accounts its 
eventual portrayal in a temporal presenta- 
tion of aggregate results is safeguarded, 
and cannot be lost sight of. This method 
of accounting, as now applied to business 
enterprises, deals with all activities which 
are economically significant. In general, 
and subject to some qualifications, it ad- 
heres to a set of principles which, apart 
from variations due to expressions of judg- 
ment, promotes the epitomization of 
economic transactions into forms which are 
consistent in time, and as between en- 
tities. Incomings and outgoings are as- 
signed to their relevant time periods and 
to causal elements, while at the same time 
the system preserves that vital generic 
distinction between capital and income. 
Accordingly, it is not difficult to conjure 
up the advantages which can accrue when 
such accounting devices are extended on 
to such a social plane that they will 
epitomize the co-operative efforts of the 
community as a whole. By this means we 
may gain a view of the community’s 
economic operations as related to a measure 
of their effectiveness, a view of the sources 
of its resources and their utilization, and 
a view of its total wealth. 


In rather more specific terms we may 
refer to three summary accounting presen- 
tations which are practically universal in 
form, whether the double-entry system be 
applied to an individual, an institution, a 


central government, or to a_ national 
economy itself. In broad terms these three 
forms, which all tie-in together, may be 


2 Measurement of National Income and the 
Construction of Social Accounts. Report of the 
Sub-Committee on National Income Statistics of 
the League of Nations Committee of Statistical 
Experts, p. 15, United Nations, Geneva, 1947. 
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described as the current account, the rest- 
ing account, and the balance sheet or state- 
ment of net worth in terms of assets and 
liabilities. On whatever level we are pro- 
ducing these forms, it will be the first 
which will reveal income, and the last 
which will show up total capital. 


The accounting portrayal of the identity 
we are considering in this article is to be 
looked for in the resting account. The 
resting account brings together under 
economically significant classifications the 
capital incomings and outgoings of a set 
period of account. As we have mentioned 
elsewhere* the term resting, which appears 
in Continental accounting terminology to 
denote those transactions which rest or re- 
main outside the flow of current activities, 
is preferred to the word ‘‘capital’’ for the 
reason that it is free from the conceptual 
ambiguity which inevitably arises when 
accountants and economists refer to a 
‘‘capital account.’’ It has to be remarked 
that the conception of a resting account, or 
for that matter a capital account in the 
sense used by economists, is not altogether 
familiar to business men. Nevertheless, the 
conception of this account needs to be 
emphasized, since it reveals the sources 
which finance asset formation, security in- 
vestment, and lending during a given ac- 
counting period. It provides a_ bridge 
between the balance sheet or statement of 
aggregate wealth at the beginning of a 
period and the balance sheet or statement 
of aggregate wealth at the close of a period. 
In short it constitutes a short-term por- 
trayal of the and utilization of 
capital resources. 


sources 


In very broad terms, we may think of a 
national economy as composed of three 
main parts—the enterprise sector, the 
public or central government sector, and 
the private sector, and I give below illus- 
trations of the basic shape of the resting 
account for each of these sectors. It will 
be recognized that certain of the central 
government imposts included in these ex- 
amples are peculiar to my own country. 


>The Presentation of the Central Government 
Accounts, by F. Sewell Bray and Richard Stone. 
Accounting Research No. 1, 1948 (Cambridge 
University Press). 
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I.—TuHeE ENTERPRISE SECTOR. 


Real asset valuation adjustments x 


ee 


Real asset formation (fixed assets 
and inventories), and changes 
in deferred charges ‘err 


_ 
~ 


iii. Lending and net security invest- 
se. Sha’ ew ek de ac, Oe 
iv. Increase or decrease in current 
net indebtedness .. .. .. X 
v. Net increase or decrease in bank 
and eash balances .. .. .. xX 
vi. Stamp duties on the transfer of 
DEOOEES «6 sc se oe fee SE 


i. New contributed money capital 
eee ae ee ee 


i. Capital surplus adjustments 
(Amount allocated to cover 
changes in past provisions for 
replacement of real assets 2.) 


me 


i 


iv. Current provision for replace- 
ment of real assets, changes in 
other operating provisions, 
and changes in taxation pro- 
visions 


Retained income 


< 


vi. Excess profits tax post-war re- 
funds received or currently re- 
ceivable 

vii. War damage claims received or 
currently receivable 


Il.—TuHeE Private SECTOR 


Real asset valuation aljustments x 


ii. Real asset formation... .. .. xX 


iii. Lending and net security invest- 
Sn ae a ee ee 


iv. Inerease or decrease in current 
net indebtedness .. .. .. X 


v. Net inerease or decrease in bank 


and eash balances .. .. .. X 
vi. Death duties + Bie aa x 
vil. Special contribution .. .. Xx 


viii. Stamp duties on the transfer 
fre 


ix. Gifts and bequests to the 
central government a. 


x 


i. Gifts and bequests 

ii. Borrowing 

i. Capital surplus adjustments 
(Amount allocated to cover 
changes in past provisions for 
replacement of real assets, 2.) 


i 


iv. Current provision for replace- 
ment of real assets 


< 


Saving 

vi. Income tax post war credits re- 
ceived or currently receivable 

i. War damage claims received or 

currently receivable 


_s 


Vv 
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IlIl.—Tue CENTRAL GOVERNMENT SECTOR. 


i. Real asset valuation adjustments 


ii. Real asset formation (fixed assets 


and inventories), and changes 
in deferred charges. . 


ii. Lending and net security inv eat- 


ment 

. Increase or decrease in current 
net indebtedness 

. Net increase or decrease in 1 bank 
and cash balances ; 

ri. Income tax post-war credits 
paid or currently payable 


ii. Excess profits tax post-war 


refunds paid or wv 
payable i 
ii. War damage claims paid or 
currently payable 


x 


. Gifts and bequests 

i Remeeine 

i. Capital surplus adjustments 
(Amount allocated to cover 
changes in past provisions for 
replacement of real assets, 2.) 


7. Current provision for replace- 


ment of real assets .. 
Revenue surplus 
. Death duties .. 
i. Special contribution 
i. Stamp duties on the transfer 
of property 


x 


If we earmark the capital incomings and outgoings which have arisen by reason of 
transactions with the rest of the world, and we cancel out all internal financial 
claims, we should arrive at a consolidated resting account in the following form. 


IV.—ConSOLIDATED RESTING 


Internal real asset valuation ad- 
justments ele ae ee 

Internal real asset formation 
(fixed assets and inventories), 
and changes in deferred 
charges : 

Net lending abroad, composed of 
the following net items— 

1. Valuation adjustments in 
respect of real capital 
claims 

2. Appropriated to real cap- 
ital claims (purchases and 
transfers) . ? 

3. Temporal le nding 

4. Valuation adjustments i in 
respect of security invest- 
ments .. ‘ 

5. Security investment ph 
_Increase or decrease in 
current indebtedness... 

7. Inerease or decrease in 
bank and cash balances . . 


x 


iil. 


ACCOUNT. 


Internal capital ets — 
ments... . a" 
(Amount allocated to cover 
changes in past provisions for 
replacement of real assets, 2.) 

Internal current provisions for 
real assets, changes in other 
operation provisions, and 
changes in taxation provisions 

Saving 

. External capital surplus ad- 
justments 

External capital 


transfers, 
gifts and bequests 
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Accounting Implications—continued 

This account when read in conjunction 
with a consolidated income account, and a 
consolidated balance sheet for the whole 
economy, constitutes an important piece of 
evidence relevant to the maintenance of 
saving and asset formation in harmony 
with income, consumption needs, and total 
wealth. It is generally recognized, how- 
ever, that in establishing the relation be- 
tween saving and asset formation we may 
confine our attention to the consolidated 
resting account. In most demonstrations 
the entries in this account are so simplified 
for a closed economy * that in fact saving 
is identically equal to asset formation. It 
is also generally recognized that internal 
financial items such as lending and security 
investment, changes in current indebted- 
ness, changes in liquid balances, new 
money capital and borrowing, ‘cancel out 
on consolidation, as do those items for 
death duties, the special contribution, 
stamp duties on the transfer of property, 
income tax post-war credits, excess profits 
tax post-war refunds, war damage claims 
and the like, which are plainly cross en- 
tries as between the public sector and the 
enterprise and private sectors. It will be 
seen from our showing that if we assume a 
closed economy and treat the external 
items as zero, then we are left with the 
following internal .items to resolve our 
identity. 

On the left-hand or debit side of the 
consolidated resting account : 

i. Real asset valuation adjustments. 

ii. Real asset formation (fixed assets 
and inventories) and changes in 
deferred charges. 

On the right-hand or credit side of the 
consolidated resting account: 

i. Capital surplus adjustments. 

ii. Current provision for replacement 
of real assets, changes in other 
operating provisions, and changes 
in taxation provisions. 

lii. Saving. 

This means that in a minor way the 
simple statement that saving is equal to 
asset formation is not strictly true, even 
for a closed economy. For example, if we 
take the foregoing items, and for the 
moment leave on one side the lesser com- 


assumption of a closed economy the 


*On the 
external items become zero, as everybody realizes. 
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plications represented by changes in de- 
ferred charges, changes in other operating 
provisions, and changes in taxation pro- 
Visions, we shall still not have saving equal 
to real asset formation minus the current 
provision for replacement, because of the 
two items ‘‘real asset valuation adjust- 
ments,’’and ‘‘eapital surplus adjustments.’’ 
If we are going to show that the identity 
S = AF is true in the real world, then we 
must either show that these two additional 
items are identically zero for the whole 
economy or to one another, or that it is 
reasonable to treat them respectively as 
part of asset formation and saving. 

The item described as ‘‘capital surplus 
adjustments’’ is made up of capital gains 
(or losses) not applied as income, and any 
surplus on the revaluation of assets or 
liabilities. A capital gain is ordinarily the 
excess of the amount received on the re- 
alization of an asset (either real or finan- 
cial) not normally held for the purpose of 
sale, over the figure at which it stands in 
the books of its owner. A capital loss is 
the amount by which the sum realized falls 
short of that figure. Realized capital gains 
may be treated as income, by legal pre- 
cedent, in the accounts of companies pro- 
viding they remain after all charges and 
losses, both capital and revenue, for the 
period have been brought into account, and 
providing their constitutions so permit. In 
this case, such gains are either distributed 
as dividends or find their way into enter- 
prise saving. If they are not applied as 
income they will come into the category 
of ‘‘capital surplus’’ and this is one of the 
reasons why the resting account entry for 
‘‘capital surplus adjustments’’ will not be 
equal to the entry for ‘‘real asset valua- 
tion adjustments.’’ As an example of real 
capital loss, we might instance the case of 
a sudden and unforeseen obsolescence 
which is quite plainly something more than 
accelerated depreciation. 

Another peculiar example of a capital 
gain which is likely to be ineluded in 
‘‘eapital surplus’? and so bears mention 
here, is that known to accountants as a 
profit prior to incorporation. Thus, it 
sometimes happens that a company is 
formed to purchase an existing business. 
It is quite common to find that the contract 
requires the purchase to be completed on 
the basis of a figure for net assets deter- 
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Accounting Implications—continued 
mined at an agreed date. More often than 
not, this date is earlier than the date of 
incorporation of the new company, so that 
t is usual for the contract to give the new 
company a title to those profits which 
accrue during this interval. “For example, 
a company might be formed to take over 
a business upon the basis of a balance 
sheet at the 3lst December, the new com- 
pany being entitled to the profits as from 
that date, but the formation of the com- 
pany might take some little time, and the 
certificate of incorporation might not be 
received until (say) the following Ist of 
March. In such circumstances, the inter- 
mediate profits, from the 3lst December 
to the Ist March, represent capital and 
are not available for distribution as divi- 
dend.”* Thus, they frequently find their 
place in the category of “capital surplus.” 
It will be remembered that we have 
made mention of the fact that the resting 
account entry for “capital surplus adjust- 
ments” also includes any surplus (or 
deficit) which may arise on the revalua- 
tion of assets (or liabilities). This asset 
revaluation surplus conceals the solution 
of an important problem of accounting 
measurement. The essence of this prob- 
lem is very largely centred upon those 
real asset costs which are carried over 
from one accounting period to another 
as short-term and long-term charges ap- 
propriate to future activities. As is well 
known, existing conventions of account 
are wedded to the statement of such costs, 
both expired and unexpired, in terms of 
the amounts of money which passed, or 
were deemed to pass, in exchange for the 
assets at the time of their acquisition. In 
a world of changing price levels, such 
conventions do not make for homogeneous 
accounting measurements of capital and 
income, and the answer seems to lie in 
the virtual restatement of real asset costs, 
at accounting dates, in terms of current 
standards of money value. “The problem 
is not one of keeping pace with the pur- 
chasing power of money for all purposes, 
neither does it involve any departure 
from the objectively dependable basis of 
accounting record in terms of original 


°The Principles of Auditing, by F. R. M. de 
Paula, pp. 
Pitman). 


190-191 (Tenth Edition Reprinted, 
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costs. It is merely a question of convert- 
ing those original costs, which are out of 
time relationship, into current costs,. in 
order that in our (accounting) statements 
of measurement all significant entries 
shall rest on a homogeneous basis.” © The 
accounting mechanics which give rise to 
the resting account entries we are seeking 
to explain, are relatively simple. Thus, at 
each accounting date, the difference be- 
tween the current costs of real assets and 
their original costs is taken on to the 
balance sheet statement of real asset 
valuation and reciprocally added to the 
balance sheet statement of capital sur- 
plus. The former arrangement is exempli- 
fied in the resting accounting by a debit 
entry described as “real asset valuation 
adjustments.” The latter requirement ap- 
pears in the resting account credit classi- 
fication for “capital surplus adjustments.” 
The amortization charge for the current 
accounting period is unequivocally based 
on the current asset costs at the balance 
sheet date, and comes into the credit of 
the resting account under the caption of 
“eurrent provision for replacement of 
real assets.” But we still have to face an 
adjustment to the accumulating replace- 
ment fund occasioned by changes in asset 
valuation costs. In point of fact the sale 
of this fund is made to conform with the 
revised asset costs, at the date of account, 
by establishing an adjusting provision, 
met out of capital surplus, equivalent to 
the sum required to bring past alloca- 
tions into line with current costs; hence 
the note which appears under the resting 
account entry for capital surplus adjust- 
ments phrased as the “amount allocated 
to cover changes in past provisions for 
replacement of real assets.” It will be 
seen that in a period of rising prices this 
way of doing things, while it duly safe- 
guards replacement funds invested in real 
and appreciation assets,’ properly ac- 
counts for the actual encroachment upon 
capital surplus occasioned by that situa- 
tion in which some of the replacement 
funds are invested in depreciation money 
claims. The amount of the virtual en- 
croachment is the extent to which a sur- 
* The New Accounting, by F. Sewell Bray. The 
Accountant, 11th September, 1948, Vol. CXIX, No. 
3847, p. 210. 
TIgnoring the 
specific assets. 
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Accounting Implications—continued 
plus withdrawal is uncovered by a valua- 
tion increase. 

It is one of the functions of the resting 
account to reveal the asset and capital 
changes which have taken place at the dis- 
stance of a period of account. Accordingly, 
the debit entry “real asset valuation ad- 
justments” theoretically represents the 
change in the “current cost” valuation of 
real assets as between two points of time 
marked by the beginning and ending 
dates of that period of account which 
happens to be surveyed in retrospect. 

As we have already implied, the credit 
entry for “capital surplus adjustments” is 
made up of capital gains plus a measure 
of the effect of the real asset valuation 
change on the opening capital with which 
the period was started. Initially, there- 
fore, this second part of capital surplus is 
equal to the real asset valuation change, 
but, as we have shown, it then has to 
cover a back adjustment to past pro- 
visions for replacement of real assets. If 
in a period of rising prices, it still remains 
positive after giving effect to this trans- 
fer, then it is only the first part of capital 
surplus, namely the capital gains, which 
affects the identity S= AF. But, as we 
have suggested, it can happen that the 
second part of capital surplus becomes 
negative after giving effect to the trans- 
fer in respect of the adjustment to past 
replacement provisions. This means that 
the rise in capital due to the real asset 
valuation change is more than taken up, 
so that in point of fact there is a real 
capital fall which may be regarded as an 
offset either to capital gains or to saving. 
Thus, we may conclude that in addition 
to capital gains there can be a second and 
negative part of capital surplus which 
affects the simple identity S = AF. 

In the consolidated resting account a 
debit entry is incorporated in net lend- 
ing abroad described as “valuation ad- 
justments in respect of security invest- 
ments.” This entry is peculiar to this con- 
solidated account and does not appear in 
the sector accounts, for the reason that 
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internal security investment constitutes 
nothing more than one of those internal 
financial claims which cancel out on con- 
solidation. If, however, we are to achieve 
a proper view of the national capital, we 
must take into account changes in the 
values of foreign securities which repre- 
sent claims upon foreigns assets and in- 
eomes; hence the necessity for an appro- 
priate security valuation adjustment and a 
reciprocal external capital surplus adjust- 
ment. 


It will be noticed that for the most 
part we have coupled changes in deferred 
charges with asset formation. It seems 
well to point out that a deferred charge 
represents that proportion of current ex- 
penditure which is incurred with the in- 
tention of benefiting the activity of a suc- 
ceeding period of account; such deferred 
outgoings are mainly encountered in the 
accounts of enterprises. It is only the 
increase or decrease in such items which 
is in point when we come to the construc- 
tion of the resting account. 


There is one further point which calls 
for some explanation when we look at the 
detail in the resting account of the enter- 
prise sector. Here we notice that the 
current provision for replacement of real 
assets includes changes in other operating 
provisions, and changes in taxation pro- 
visions. Such other operating provisions 
are made up of sums set aside for de- 
ferred repairs and to cover contingent 
losses associated with debt recovery; in 
fact, all deferred liabilities may be 
brought together under this type of classi- 
fication. Again, it is only the increase or 
decrease from one accounting date to an- 
other which is significant in the resting 
account. The reference to changes in tax- 
ation provisions draws attention to those 
sums which are set aside to answer de- 
ferred liabilities for income tax, breught 
about by a method of computation in 
force in the United Kingdom, by which 
the income tax liability of an enterprise 
is calculated on the basis of profits earned 
in the year preceding that of assessment. 
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FOLLOWING UP THE CONGRESS PAPERS 


The interest shown in the various papers 
delivered at the Australian Congress on 
Aecounting in November may be taken as 
an indication that members of the account- 
ancy profession in Australia generally are 
anxious to widen and strengthen their 
knowledge of current professional develop- 
ments. It is to be hoped that the oppor- 
tunity will not be lost to organize further 
research into the subject matter of the 
various papers, but, in the meantime, many 
readers of The Australian Accountant will 
probably welcome references to recent 
articles in overseas journals which bear 


upon the problems specifically discussed at 
the Congress. 

It so happens that there is a wealth of 
such material in recent issues of the over- 
seas journals, and this is, doubtless, an in- 
dication that the Papers and Publications 
Committee of the Congress, in arranging 
the papers, made a wise selection of topics 
in which particular interest is being shown 
in the profession throughout the English- 
speaking world. The following is a brief 
summary of recent contributions to ac- 
countancy thought on the subject matter 
of the various papers. 


PROFESSIONAL EDUCATION 


An article by F. Sewell Bray, entitled 
The English Un.versities and the <Aec- 
counting Profession, in The Accounting 
Review, July, 1949, comments on the im- 
plications of the scheme for university 
education of accountants in England. The 
numbers taking the course at the London 
School of Economies are much higher than 
was originally expected. Mr. Bray regards 
the scheme as a great step forward; its 
benefits will be: 

(1) avoidance of the danger of a mech- 
anistic application of technique at 
the expense of a vital comprehen- 
sion of underlying principles; 
the provision of broad academic 
training, including economies and 


econometrics, statistics, law, a for- 
eign language, and the study of 
government ; 


the development of graduate 
courses and facilities for accounting 
research. 


The Accountant, June 18, 1949, contains 
a report of the second conference of mem- 
bers of the Joint Standing Committee of 
the universities and the accounting pro- 
fession and members representing the local 
joint committees, held at Oxford in April, 
1949. The report shows that the total num- 
ber of students taking the course was 289 
in twelve universities or colleges. 


SOCIAL ACCOUNTING 


In this most recent development of the 
functions of accountants, The Accounting 
Review, July, 1949, contains four papers 
presented at the 1948 Annual Meeting of 
the American Accounting Association. 

W. W. Cooper, in a paper entitled Social 
Accounting: An Invitation to the Account- 
ing Profession, maintains that lack of par- 
ticipation by accountants in the develop- 
ment of money-flow analysis has been un- 
fortunate. Economists have naturally em- 
phasized income measurement, and have 
given imperfect attention to the balance 
sheet. Accounting theory has been de- 
prived of a perspective and stimulation 
that it might have been gaining. In social 


accounting there is, to accountants, noth- 
ing new in principle, but a new termin- 
ology has been developed. The paper de- 
scribes, broadly, social accounting methods 
of measuring gross national product, net 
national income and ‘‘factor payments’’ or 
distributive shares of gross national pro- 
duct. 

Irwin Friend, Financial Statements for 
the Economy, describes the three types of 
accounts that are necessary in social ac- 
counting. These are: 

Income Accounts, 

Balance Sheets, and 

Derived analyses of source and uses of 
funds. 














Social Accounting—continued 

Mr. Friend makes a shrewd comment that 
‘‘Tmprovement in financial statements for 
the economy will depend largely on exten- 
sion of the area in which adequate account- 
ing records are kept, as well as either 
greater uniformity of accounting methods 
er more precise knowledge as to the actual 
extent to which the different methods now 
in use are applied, so that appropriate ad- 
justments can be made.’’ 

Everett Hagen, National Accounting 
Systems and the European Recovery Pro- 
gram, explains why social accounting 
analysis must be relied upon as a means of 
achieving the only practicable basis for 
American aid to Europe, viz., a basis which 
‘fassures that that aid is achieving maxi- 
mum progress towards a situation in which 
Europe can maintain without outside aid 
a level of living that is socially and politic- 
ally tolerable.’’ 

Morris A. Copeland, Social Accounting 
for Money-flows, says that unemployment 
is still the most important economic pro- 
blem. Measures of money-flows are neces- 
sary to answer such questions as: 

When total purchases of national 
product increase, where does the 
money come from to finance them? 

When purchases of national product 
decline, what becomes of the money 
that is not spent? Is it hoarded, or 
what? 

Who has and exercises discretion to 
increase or decrease expenditures on 
national product? 

What part do cash balances, other 
liquid asset holdings, and debts play 
in the cyclical expansion and contrac- 
tion of money-flow? 

Only with a social accounting approach 
will economists be able to rid the subject 
of money and money-flows of the ‘‘quack- 
ery and the misconceptions that have 
hitherto been prevalent in it.’’ The paper 
shows how a modification of the sources 


Joseph Goliger, Analysis of Semi- 
Variable Expenses, in The Accounting 


Review, July, 1949, describes why, for 
budgeting purposes, cost analysis and cost 
control, semi-variable expenses must be 
broken down into their fixed and variable 
components. The best and easiest approach 
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and application of funds statement can be 
used to reveal and to facilitate interpreta- 
tion of money-flows. ‘‘Accountants have 
not contributed much to social accounting 
thus far. But their help is urgently 
needed. ”’ 

Two articles in Accounting Research, 
July, 1949, the second number of this new 
journal which is entirely devoted to ac- 
counting research, also deal with aspects 
of social accounting. S. J. Langyel, in an 
article entitled Standardized Accountancy 


Considered Internationally, stresses the 
usefulnes of standardized systems for 
social accounting purposes. Incidentally, 


he makes the interesting point that, con- 
trary to general belief, standardized ac- 
counting is ‘‘anything but a German in- 
vention,’’ and that it was known much 
earlier in U.S.A. and U.K. than in Europe. 

G. L. S. Shackle, Measuring Industry’s 
Output, is a condensed account of methods 
of making an index of national production. 

In The Cost Accountant, July, 1949, 
Lawrence W. Robson discusses the ques- 
tion—Can Costing Contribute to the Mea- 
surement of Productive Efficiency? The 
need for measurement of productive effici- 
enecy is— 

(a) to énable central planning to be 
carried out more effectively to avoid 
wastage of natural resources; 
to assist management in raising 
efficiency of the worst firms to that 
of the best; and 
as a result, to increase the standard 
of living of the country. 

Industry ‘‘expects the government to plan 
and to take active steps to maintain a high 
level of employment.’’ Cost data, as nor- 
mally collected and presented, is not a suf- 
ficient guide ; but it is possible that, supple- 
mented by other forms of measurement, 
costing systems may be devised to provide 
a satisfactory guide in the future. ‘‘This,”’ 
says Mr. Robson, ‘‘is a challenge to cost 
accountants. ’’ 


FOR MANAGEMENT 
in most cases is the algebraic method. The 
article examines the algebraic formule 
which can be used. 

F. W. Lawrence, in The Cost Account- 
ant, August, 1949, discusses the service the 
cost consultant can render to industry. 
This includes diagnosis of industrial pro- 


(b) 


(¢) 
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firms, 
Ex- 


advice to individual 


and 
trade associations and trade unions. 
amples are given of faults discovered by a 
cost investigation in a medium-sized textile 


blems, 


mill. In The Cost Accountant, August, 
1949, C. G. S. Jennings has an article on 
Standard Costs Applied. The article is 
mainly descriptive, but contains some dis- 
cussion of perspectives for example, ‘* Prac- 
tical experience shows that too many ac- 
countants tend to take cover behind a bar- 
rier of accounting figures, and will not 
take the extra trouble to make these things 
understandable to the production engineer, 
the sales manager and, frequently, diree- 
tors and senior executives, who are not 
trained to interpret costing statistics.’’ 

Cost and Management (Canada) May, 
1949, has an article by W. W. Henderson 
on Differential Costs, a Study in Common 
Sense. Differential costing is not a cost 
system but a cost study. Methods of study 
are described, with five illustrative ex- 
amples of ways in which answers are found 
to specific problems in setting - selling 
prices, selling policy and profit control. 

lan T. Morrow, in The Accountant, June 
18, 1949, examines the question whether a 
standard system of accounting control, 
embracing financial and cost accounts, is 
needed for management purposes. The 
article discusses : 

(a) the desirability of integration of 
financial and cost accounts; 
the necessity for accounting control 
for management purposes and some 
of the methods which can be used to 
achieve this end; and 


(b) 
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(c) the extent to which accounting for 
management purposes can be stan- 
dardized. 

R. Glendinning, The Rationale of Stan- 
dard Costs and Budgetary Control, in The 
Accountant, July 9, 1949, deals with the 
distinetion between, and relationship of, 
these two aspects of the same thing. He 
describes the general advantages of these 
methods as compared with other means of 
control. 

In The Journal of Accountancy, August, 
1949, the editorial staff of the Journal re- 
views discussions at the 30th Annual Cost 
Conference concerning the proper role of 
cost accounting in management. The part 
played by cost accounting in setting prices 
is questioned. ‘‘The price setting operation 
is subjective: accountants should be as ob- 
jective as possible in their computations.”’ 
Initial cost figures should be based on ex- 
perience, and should be expressed in terms 
of historical cost; but they should be re- 
vised and submitted to management as 
subjective estimates. Other questions dealt 
with include cost reduction and control, 
and how to make accounting data more 
useful to management. 

An unusually complete description of 
problems encountered in standard costing 
is an article in Accounting Research, July, 
by F. Sewell Bray, Charles Smith and 
D. R. Bedford Smith. The article describes 
‘fone means of approach to some of the 
difficulties encountered when adapting the 
general principles of standard costing to 
the particular suit of a worsted spinning 
mill.”’ 


ACCOUNTING CONCEPTS AND STANDARDS 


The Accounting Review, July, 1949, has 
two stimulating articles on this topic. 
Daniel Borth comments on the third state- 
ment (1948) of accounting concepts and 
standards issued by the American Ac- 
counting Association. ‘‘Perhaps,’’ he says, 
‘‘no committee could write a statement of 
accounting principles without some differ- 
ences of opinion. The origins, uses and 
implications of accounting data are much 
too broad to expect uniformity of 
opinion.’’ The comments on the statement 


are generally favourable, but instances are 
given of the possible need for further re- 
vision of basic concepts, such as the cost 





basis, and-of terminology, of further ex- 
planation of some concepts and standards, 
and of further clarification of other points. 
A programme for future action is outlined. 

A. C. Littleton discusses the classifica- 
tion of objectives of accounting. ‘‘The top 
objective of accounting is to aid a person 
to understand a business enterprise by 
means of data.’’ Pyramiding to this top 
objective there are, at the base, areas of 


accounting action (procedures); above 
those, areas of intermediate objectives 
motivating intentions); and above that 


again antecedent objectives (reasons jus- 
tifying motivating intentions). 
B 
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Concepts and Standards—continued 
The Journal of Accountancy, May, 1949, 


has a particularly interesting article by. 


Samuel J. Broad on the development of 
accounting standards to meet changing 
economic conditions. Mr. Broad stresses 
the need for evolution and improvement 
in standards rather than a coercive code of 
accounting practices. Fair presentation in 
accordance with objective standards is the 
goal. Constant review of accounting prin- 
ciples and standards of disclosure is neces- 
sary. Interesting comments are also made 
on the impact of inflation on accounting 
practices and standards. 


Herbert Heaton, Selection: The Prin- 
ciple that Permits Accounting to Adapt 
Itself to any Contingency, in The Journal 
of Accountancy, June, 1949, contends that 
what we call ‘‘accounting principles’’ are 
really procedures. Many true principles 
are unwritten. The principle of selection 
is one essential answer to those who criti- 
cize accountancy for lack of uniformity. 
‘‘Neither precedent nor general applic- 
ability of a procedure is essential to its 
validity. Radical new techniques might 
well be used to meet radical new require- 
ments.’’ An article in The Journal of 
Accountancy, July, 1949, by the Research 
Department, American Institute of Ac- 
countants, outlined problems which are en- 
gaging the immediate attention of the In- 
stitute’s Committee on Accounting Pro- 
cedure. These include: 


(a) Should current values of inventories 
be disclosed in balance sheets when 
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those values differ materially from 
book values? 

(b) Should the lower-of-cost-or-market 
rule be applied when inventories are 
valued on LIFO basis? and 

(ec) Classification of reserves in balance 

sheets. 
The Committee has under considera- 
tion a proposal that all items on the 
credit side of the balance sheet be 
clearly classified either as liabilities 
or as stockholders’ equity, and that 
no ‘‘twilight zone’’ be permitted. 

In The Accountant, July 2, 1949, F. 
Clive de Paula—What are Accounts ?— 
briefly traces the evolution of accounting 
up to the present stage in which 

assets represent stored up man- 
hours; and emphasis in accounting 
has shifted to the profit and loss 
account. 

There are two equally important sides 
to accounting, namely, calculations of ac- 
curate costs and control of production 
efficiencies and operating costs. 

Accounting is looking forward, not back, 
as evidenced by the development of stan- 
dard costs and budgetary control of expen- 
diture. 

In a sequel to this lecture, in The Ac- 
countant, July 9, 1949, Mr. de Paula ex- 
amines the whole area of accounting for 
stock-in-trade, including quantity records 
and stock control accounts, the use of 
standard costs and apportionment of ex- 
pense on the basis of normal capacity, and 
the increasing responsibilities of auditors 
in relation to accounting for stock. 


AUDITING STANDARDS 


In The Accounting Review, July, 1949, 
Carman G. Blough, Director of Research, 
American Institute of Accountants, classi- 


fies auditing standards and procedures in « 


this way: 

(a) General or personal standards— 
Adequate training and proficiency, 
Independence in mental attitude, 

and 
Due professional care ; 

(b) Standards of field work— 

Adequate planning and supervision 
of assistants, 

Proper study and evaluation of in- 
ternal control, and 


Sufficient competent evidential mat- 
ter, obtained through inspection, 
observation, enquiries and con- 
firmations, to afford a reasonable 
basis for an opinion regarding 
financial statements under exam- 
ination ; 

Standards of reporting— 

Report to state whether the state- 
ments are presented in accord- 
ance with generally accepted 
principles of accounting, 

Report to state whether such prin- 
ciples have been consistently ob- 
served in the current period in 
relation to the preceding period, 
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Auditing Standards—continued 
Informative disclosures in the finan- 
cial statements are to be regarded 
as reasonably adequate unless 
otherwise stated in the report. 

In The Journal of Accountancy, May, 
1949, John Neter discusses the use of 
statistical sampling methods in auditing. 
He concludes that statistical sampling 
techniques may be very useful in test- 
checking, but that the study of possibilities 
is not an easy task. The article is illus- 
trated by reference to problems of pricing 
of defective stock, accounts receivable and 
cash disbursements. 

One important aspect of the work of 
public accountants is the desirability of 
making clear, in cases where a complete 
audit has not been conducted, the precise 
extent of the responsibility taken for state- 
ments prepared by the accountant or is- 
sued under his name. In The Journal of 
Accountancy, June, 1949, a statement by 
the Committee on Auditing Procedure of 
the American Institute of Accountants on 
this problem is given; and Lincoln G. 
Kelly, in an article entitled The Need for 
Clarification of Accountants’ Representa- 
tion when Opinion is Omitted, deals with 
the reasons for the issue of this statement. 

In The Journal of Accountancy, July, 
1949, Ira B. McGladrey describes the re- 
sults of a policy adopted by his firm of 
either expressing an opinion on statements 
examined by them, or of stating unequivoe- 
ally that they were not in a position to 
offer an opinion. In adopting this policy, 
the firm expected to lose some clients, but 
found that their practice increased. Speci- 
mens of some of the qualified reports used 
are given. 
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In The Journal of Accountancy, August, 
1949, Maurice E. Peloubet, An Enquiry 
Into the Need for, and Development of, 
Auditing Standards, describes the applica- 
tion of auditing standards, the use of 
statistical sampling techniques, the pro- 
fessional nature of auditing, standards of 
working papers, and the way in which 
present auditing standards have developed. 

H. W. Joyner, in The Canadian Char- 
tered Accountant, July, 1949, examines in 
some detail the relationship between in- 
ternal auditing and public accounting. He 
believes that internal auditing should be 
called, instead, by some such name as 
‘‘*Acounting Service.’’ Its function is to 
search in every activity of the business for 
assurance : 

(a). that company policies and practices 
are being adhered to; 

(b) that no fraud is being perpetrated 
against the company ; 

(ec) that adequate internal control ex- 
ists as part of the regular routine 
of handling documents; and 

(d) that advantage is taken of every 
opportunity of cost deduction or 
other savings. 





External auditing is no longer—if it 
ever was—a tool of management. Its fune- 
tion is at an end once the auditor has 
completed the task of satisfying himself 
that the figures he has to certify truly 
represent results and values as stated, and 
that reasonably effective internal control 
exists. 

The article includes an outline of the 
internal audit programme in a large food 
manufacturing and distributing organi- 
zation. 





The Amending Income Tax Assessment Act of 1948 defines a company “in which 
the public are substantially interested”— see new s. 103 (2)(a). That paragraph 


“é 


refers to 


shares .. . held by . . . twenty or less persons.’’ The word ‘‘less’’ is 


incorrect; it should be ‘‘fewer.’’ ‘‘Less’’ applies to degree or amount; ‘‘fewer’’ to 
number. Thus, we say less man-power, fewer men. Less beer, fewer barmaids. Twenty 


or fewer persons. 


Unfortunately, this correction will not put a copper in the pockets of the taxpayers. 


Nevertheless, the alligator should keep his teeth clean. 
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STANDARDS OF EFFECTIVENESS 


F. SEwWELL Bray 


Senior Nuffield Research Fellow in the Department of Applied Economics, 
University of Cambridge. 


(The Fourth Commonwealth Institute of Accountants Annual 
Research Lecture delivered in the University of Queensland on 
12th October, 1949.) 


I am about to set myself the task of 
discussing a subject which I must say at 
the outset I find most elusive, and I can 
only hope that at the end of it I shall not 
be chided for making it more so. I sup- 
pose that private enterprise has always 
looked to the measurement of profit as 
constituting the best general index of 
efficiency. The aim of the entrepreneur is 
to maximize his profit by achieving the 
best possible use of the production re- 
sources available to him. Even so, it has 
latterly dawned tpon him that compari- 
sons of mere profit measurements, as con- 
ventionally stated, do not necessarily en- 
sure that he is making the best use of his 
present resources with the result that 
accounting technique has sought to meet 
his consequential demands by developing 
a system of measure efficiency which it is 
pleased to call “Standard Costing.” 


This system essentially depends upon 
the economic planning of physical per- 
formance. Such planning is primarily the 
task of the technician who is required to 
advance such methods of utilizing re- 
sources as will economize materials and 
effort, achieve high outputs, and control 
product qualities. The accountant takes 
over the planned physical standards of 
the technician, values them in terms of 
cost, and thereby assigns money measures 
to preconceived operating performances. 
It is but a short step to set actual operat- 
ing costs alongside predetermined costs, 
and thereafter concentrate attention upon 
the variations in the hope that such an 
examination will reveal those points of 
faulty adjustment which are preventing 
the realization of the productive ideal 
sought. 


This way of doing things has obvious 
merits, although I do not think it is either 
so absolute or so sure as some enthusiasts 
would have us believe. For one thing, 
much vigilance must be exercised to allow 
for changing standards. In an alert un- 
dertaking predetermined measures are 
seldom rigid. But this is not the only 
danger in the system. I think its most 
serious drawback lies in the propensity 
of its propounders to limit attention to 
the physical capabilities of existing re- 
sources, and in this context I should like 
to read you some comments of two of my 
colleagues and myself which appeared in 
an article on Worsted Spinning Costs 
published in the second issue of Aceount- 
ing Research: “Notwithstanding the ex- 
istence of a highly developed cost ac- 
counting system, designed with the ob- 
jects of controlling expenditure, eliminat- 
ing internal ineffectiveness, and guiding 
operating policy, it cannot do more than 
indicate the best possible use of such 
resources as a firm happens to have avail- 
able. Relative internal effectiveness does 
not necessarily mean that a firm is em- 
ploying the best possible resources it 
could to minimize its costs. This is plainly 
a matter to be gauged by some standards 
of performance external to itself, pre- 
sumably those of the most efficient firm 
in the industry of which it is a member 
as judged, for example, by a ratio of 
operating profit to capital employed con- 
sistent with current values. In the long 
run it is plainly desirable that physical 
standards of performance should be based 
on such objective standards as appertain 
to the effectiveness of an industry as a 
whole, and this can only be done when a 
wide number of firms are prepared to 
make their individual knowledge and ex- 
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Standards of Effectiveness—continued 
perience available for detailed study.” ? 
As things stand at present, therefore, the 
commonly accepted methods of standard 
costing should be looked upon as a first 
approach to the subject we are consider- 
ing. Nevertheless, this first approach is a 
vital one, for it does set the standards of 
a particular firm in line with the internal 
effectiveness of which it is so far capable. 

Toynbee, the historian, has suggested 
that in economics we must find “working 
compromises (varying according to the 
practical requirements of different places 
and times) between free enterprise and 


socialism.” This at once brings to our 
notice socialized undertakings, and we 


have to ask ourselves whether existing 
methods of standard costing are readily 
adaptable to these institutions, or do we 
first have to settle how we are going to 
keep pace with the ramifications of their 
large-scale activities? Should we break 
them down into more readily measurable 
sectors before applying our costing tech- 
nique? These issues are important, for 
in the ease of socialized undertakings, 
welfare notions may make profit measures 
irrelevant. At this stage, I should like to 
throw out a hint which I think accounting 


research might contemplate. In _ social 
accounting we recognize that such a 


simple measurement of effectiveness as 
is provided by the notion of profit has no 
direct application to the accounts of a 
society, and accordingly we replace it by 
a concept which equates economic welfare 
to real national income. I am inclined to 
think that there is something in this ap- 
proach which might very well be adapted 
to that segment of society which is repre- 
sented by the socialized industries and 
that accounts could be constructed to 
show not only the aggregate position, but 
a break-down to reveal the situation of 
each industry. If we pursued the matter 
a stage further we might again break 
down each industry into its comparable 
component entities. If we then prepared 


1Worsted Spinning Costs. A Specific Applica- 
tion of the General Principles of Standard Costing, 
by F. Sewell Bray, Charles Smith, and D. R. Bed- 
ford Smith. Accounting Research, Vol. 1, No. 2, 
July, 1949, pp. 163 and 164. (Cambridge Univer- 
sity Press.) 

? Civilization on Trial, p. 39 (Oxford University 
Press, 1948). 
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accounts for these entities on much the 
same basis as we did them for their fore- 
runner, we could make real income com- 
parisons between like entities. I cannot 
help feeling that this would constitute a 
fair step in the way of solving some of 
those problems to which Sir Frederick 
Alban directed our attention in his paper 
to the American Institute which bore on 
this subject. 

Those of you who may have seen the 
first issue of Accounting Research® will re- 
member that in the article on the presen- 
tation of the central government accounts, 
Mr. Richard Stone and myself put for- 
ward a suggested form of aggregated 


accounts for publicly controlled mer- 
chanting and _ production enterprises. 


Although I should now wish to modify 
the first three accounts by substituting 
more precise designs under the notations 
of activity, income and outlay, much in 
the manner I indicated in my second lee- 
ture in this series on the formal structure 
of accounts, nevertheless I think this re- 
commended form does constitute a sub- 
stantial part of the accounting plan to 
serve the ends I have indicated. It does 
not take us all the way, however, for we 
have still to pick out. those elements in 
the accounts which together make up 
the level of income generation, but this is 
a fairly simple matter and will usually 
comprise such items wages and 
salaries, income transfers, and the balance 
of income available for outlay. This is 
tantamount to a measure of the contri- 
bution of publicly controlled undertak- 
ings to the national income. As I have 
said, this contribution is again severable 
on an industry or entity basis. 

And now I want to pass on to what I 
think is the crux of all these questions 
which concern effectiveness, and I should 
like to introduce the theory of the matter 
by making use of some pertinent observa- 
tions put forward by Professor Meade in 
his book on Planning and the Price 
Mechanism. Discussing the proper rules 
for the use of the pricing mechanism, he 
says that— 

“Those in charge of a socialized in- 
dustry should take on more of any factor 
of production in order to produce more of 


as 


* Volume 1, No. 1, November, 1948 (Cambridge 
University Press). 
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any given product, if the price offered for 
that factor of production in its existing 
employment is less than the price which 
consumers would pay for the additional 
product which that factor of production 
would produce in the socialized industry. 
For in a world in which other industries 
are fully competitive (or else are social- 
ized and themselves run on this principle) 
the price offered for the factor of produc- 
tion in its existing employment will cor- 
respond to the value to consumers of the 
additional output which it produces in 
that employment. It can, therefore, do 
better for the community if it is attracted 
away to new employment in the socialized 
industry if, but only if, its price in its 
existing employment is below the price 
which consumers will offer for the ad- 
ditional output which it would produce in 
its new employment in the socialized in- 
dustry.’’* I use this quotation not because 
I wish to be involved in any of the political 
implications or value judgments which 
might be thought to be in its premises, but 
because I want to draw out of it a rather 
elusive notion which [| am tempted to call 
effective marginal cost. And not only have 
we to think of cost as effective in the sense 
just implied, but there is also a necessity 
to ensure that such cost is at a minimum, 
in other words that it is economic. Pro- 
fessor Meade has not lost sight of this, for 
he goes on to say— 

“Tt is necessary to ensure that, what- 
ever output is produced and whatever 
price is charged for it, the socialized con- 
cern is run with the maximum technical 
efficiency, that it is a “go-ahead” concern, 
and that new methods of production are 
introduced whenever the same output can 
thereby be produced at a lower total cost. 
This, from the point of view of social 
welfare is just as important as—perhaps 
more important than — finding precisely 
the best rule of pricing policy.” * Some of 
you may feel that I am confining my at- 
tention rather tgo closely to the socialized 
industries. I want to make it quite plain 
that I have started my enquiry in this 
way because I am casting around for 


‘Planning and the Price Mechanism, by Pro- 
fessor J. E. Meade, p. 65 (London, George Allen & 
Unwin Ltd., 1948). 

5 Op. cit., p. 66. 
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measures of efficiency which are inde- 
pendent of conceptions of profit or loss, 
as commonly understood by accountants. 
I do so because if we can detect such 
measures, then they are clearly applicable 
to whatever kind of enterprise we care to 
consider, and I should like to think they 
are of such a nature that they penetrate 
the deeper underlying issues of economic 
efficiency. 


In the ordinary run of day to day 
affairs an entrepreneur recognizes that it 
is a condition relevant to the continuance 
of his business that he should recover his 
total costs, and most of the costing tech- 
nique familiar to accountants is primarily 
directed to the attainment of this end. 
But there is also the point that all such 
costs must be kept at their most economic 
level. Accounting technique has made 
considerable progress in emphasizing the 
distinction between variable and fixed 
costs, and in my view this goes a long 
way towards resolving the problem we 
are pondering. I begin by directly asso- 
clating marginal costs with variable costs, 
and I want to suggest that, theoretically 
at least, we might conceivably arrive at the 
possibility of ‘a universal measure of 
efficiency by conjoining together the twin 
elements of variable and fixed expense in 
such a way as to so limit them that they 
can be made to reveal effective minimum 
marginal costs and minimum effective 
standing charges. I have touched upon 
the background of economic thought 
from which we might hope to derive 
some idea of the conception of effective 
minimum marginal cost. I would only 
add to what I have already said by hint- 
ing at the probability of determining 
minimum marginal costs, in circumstances 
excluding perfect competition, by making 
direct activity comparisons between ‘‘like’’ 
entities. There is also one further point 
which those of us who have been pri- 
marily trained as accountants would do 
well to mark. Cost in the accounting 


"sense is nothing more than the amount 


actually expended on goods and services. 
In the -economie sense, particularly as 
applied to the marginal notion, cost is the 
amount which would be avoided if output 
was made something less, and the re- 
sources previously taken up were thereby 











December, 1949 


Standards of Effectiveness—continued 
made available for employment in some 
other direction. 


I now turn to those questions which 
concern standing charges, and I shall 
think of such charges as being equally 
relevant to units of production, operating 
process, and centres of administration. I 
look upon standing charges “as_ those 
which having once been decided upon 
cannot be avoided over the short period. 
It is clear that if standing charges are 
to be regarded as effective they must be 
related to the product outputs contem- 
plated at the time of their engagement. 
Insofar as these outputs do not material- 
ize there are wasted standing charges dis- 
bursed in respect of resources not taken 
up. Insofar as these outputs do material- 
ize the disbursement of standing charges 
is effective, and in my opinion the cost 
per unit of product merges into and be- 
comes part of marginal cost. 3ut 
although in this sense it ean be said that 
the standing charges are effectively taken 
up by product outputs, it still does not 
necessarily mean that they are at a mini- 
mum. In other words, even for the con- 
templated range of output they may be 
expensive when compared with those 
ruling elsewhere. It is vital that both 
conditions should be satisfied. Good man- 
agement requires that the fixed expense 
of production facilities should be both 
economie and effective. In this context it 
should be remembered there are varying 
degree of fixed expense, and in the ulti- 
mate sense no costs are ever fixed. As 
time goes on they can be avoided if con- 
ditions are such as to preclude effective- 
ness. Insofar as it is incidentally relevant 
to the subject matter of this discussion 
you will gather that I should not regard 
any enterprise, whether socialized or 
private, as justifiable in relatively long- 
term continuance unless the margin 
earned from its direct activities was suf- 
ficient to cover the minimum effective 
standing charges associated with its 
operating facilities. 


There is one passage in the Economic 
Survey of the United Kingdom for 1949 
which is peculiarly appropriate to the 
technical aspects of efficiency conun- 
drums. It reads as follows: 
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“The main source of greater produc- 
tivity, to which we must now look, must 
be the development of efficiency by 
greater skill, energy and adaptability. 
Careful technical studies in individual 
factories have demonstrated that output 
per man-hour can be greatly increased 
by the rearrangement of plant, by the 
better sub-division of jobs, both of labour 
and management, by the proper organi- 
zation of the flow of materials and similar 
managerial action, as well, of course, as 
by improvement in design and the fuller 
application of our scientific knowledge. 
If we could bring the less efficient up 
towards the level of the best, striking in- 
creases in productivity could be assured.’’ ® 
The last sentence is highly suggestive and 
I shall have more to say on its implications 
before I close. The soundness of the other 
proposals is obvious, but I would add to 
them an ability to minimize fixed expenses 
while at the same time keeping them effee- 
tive, and a flexibility which will allow the 
promotion of factor incentives, particularly 
in those cases where grades of executives 
are intimately concerned with problems of 
organization and management. It seems to 
me if, for one reason or another, it be held 
that profit is to be minimized, then this 
may involve a reduction in real income 
generation, a reduction which might very 
well be made good by proportionately 
increasing the incomes of those persons, 
who by their technical knowledge and 
organizing ability can in fact bring about 
maximum standards of effectiveness when 
sufficient inceytives are there to impel 
them to do so. As one writer has re- 
marked: “The problem of adequate re- 
muneration for successful enterprise 
seems to be more important than re- 
muneration adequate to allow individuals 
or companies to make private savings. 
Government taxation can provide funds 
for capital formation, though there is a 
problem of getting the funds to the right 
people. I am not satisfied that Govern- 
ment nominations can provide the right 
kind of successful enterprise.” * 


> 
‘ 


*Paragraph 123, p. 43, Economie Survey for 
1949. Cmd. 7647. 

7H. S. Brooker, reviewing Further Studies in 
Industrial Organisation, edited by M. P. Fogarty. 
Nuffield College Social Reconstruction Survey. 
Methuen Co. Ltd., 1948. 
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Comparisons between like units are 
vital aids to the promotion of efficiency, 
for it is by this means that we detect the 
weaker contributors to economic well- 
being and thereby seek to strengthen 
them until their are raised to the level of 
the best. 

I am inclined to think that in this age 
we have allowed ourselves to become just 
a little too dazzled by the economies of 
large-scale undertakings. In fact, some of 
us have been left to wonder whether in 
the early stages of large-scale organiza- 
tion the result has not been quite the 
opposite to promotion claims, particular'y 
when politically sponsored. Mr. Ivor 
Brown, commenting on Lord Russell’s 
Reith Lectures, epitomized the matter 
thus: 

“Smaller units, more participation, more 
adventure.” * Even for socialized indus- 
tries, I feel that some measure of compe- 
tition should prevail, and especially so in 
regard to the several units which com- 
prise it. It is my view that a socialized 
industry should be broken down into 
relatively small activity units, and that 
separate operating accounts should be 


prepared for these units. Technical plans 
for effective production should be got out 
for each unit and production standards 


set. In due time the minimum standards 
of the most efficient unit should be ap- 
plied to other like units and incentive 
schemes introduced to promote the 
achievement of those standards. In this 
way optimum outputs at minimum costs 
might be extended over the whole range 
of the industry. A comparison of like 
unit accounts would also reveal that 
activity entity which is carrying on with 
the minimum of standing charges as a 
function of output, and in due time that 
standard should mark the goal for other 
like operating units. I should even wish 
to take the matter further by setting up 
standards for the effectiveness of 


asset 


‘* Authority and the Individual.’’ 
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formation as a function of changes in 
outputs. 

In these ways it should be possible to 
ensure that ineffective activity entities 
are not kept in being at the expense of 
the effective ones. I am inclined to think 
there is almost an inherent bent which 
lets this happén to bureaucratic under- 
takings. It is well that it should be 
marked@® and all such forms of internal 
subsidy withdrawn. If such subsidies do 
exist | for one should prefer them to be 
made plainly apparent in the central 
government accounts. Indeed, there is 
much to be said for a full statistical pub- 
lication of the facts on the lines I have 
indicated, and this might also be done in 
such a way as to throw up the actual and 
standard costs of each activity entity. 
Disclosure is a public safeguard to which 
the recent English Companies Act bears 
testimony, though in rather different 
context. 

In due time, I should also wish to see 
this system of standards imposed upon 
both the private enterprise and publicly 
controlled enterprise sectors of the social 
accounts of the nation. These standards 
would be unified and aggregated to con- 
form with the economic classification 
already suggested in the invariant strue- 
ture of accounts to which I have repeated- 
ly referred in this series of lectures. An 
industrial breakdown of the enterprise 
sectors would then furnish us with over- 
all industrial measures of performance, 
and we should then see just how far we 
had succeeded in achieving what we 
sought to attempt. 

Aggregate effort is the sum of indi- 
vidual efforts. If we seek with vigour to 
rigidly pre-determine the aggregate and 
enforce the individual contribution it is 
possible that some ineffective individual 
effort may be unavoidable. It is my feel- 
ing that maximum aggregate effort stands 
a better chance of resulting from maxi- 
mum freedom and incentive to individual 
effort, tempered no doubt by some flezible 
element of control which serves to signpost 
national equilibrium. 
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THE PLACE OF ACCOUNTING 
IN SECONDARY EDUCATION 


L. 


The particular section of society to 
which we belong has, in its communal 
wisdom, prescribed compulsory education 
for children up to a certain stage or age 
and provides opportunities for their edu- 
eation beyond that stage. The former 
comprises the stage of primary education, 
the latter that of secondary education. 


In attempting to determine the place 
which might be given in the curriculum 
of secondary education to a study of ac- 
counting, it seems advisable to consider 
first the principal aims and scope of both 
primary and secondary education. 


In a society which requires the adults 
in the community to exercise their 
capacity for citizenship, one of the aims 
of primary education is, I take it, to pro- 
vide the minimum qualifications deemed 
requisite for reasonable and responsible 
citizenship. I have not seen these quali- 
fications specified, and their specification 
is the task of professional educationalists ; 
I suggest, with perhaps undue temerity, 
that they might include (a) a knowledge 
of the English language to provide a little 
more than the means of minimum com- 
munication with other members of the 
community, (b) a basic knowledge of 
computation, and (¢) some appreciation 
of the geography, history, mode of govern- 
ment and social activities of the nation 
and of some of the principal other coun- 
tries of the world. The acquisition of such 
knowledge would, I think, enable the per- 
sons who had a primary education to be- 
come useful citizens in the community. 
It would also provide a fairly sound basis 
for further education if desired. 

In order to enable these people to attain 
a measure of happiness as well as useful- 
ness it seems desirable to include in their 
primary education a _ participation in 
sport and an introduction to at least some 
of the fine arts whereby they might later 
have the means of enjoying their leisure 


by 
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without any grave danger of their engag- 
ing in anti-social activities. 

Since the most precious possession of 
any individual is his own life and of any 
community the lives of its members, and 
since, next to life itself, good health is 
most to be prized, it would, I think, be 
appropriate and useful to inculeate, at the 
primary level, lessons of personal health 
and hygiene, and such things as first aid 
and those measures of safety which are 
necessary in living under modern -con- 
ditions. 

Further, the fact that it takes 
years for a human being to reach 
maturity suggests that another aim in 
primary education might well be to pro- 
vide a basis for determining—in a broad 
way, at least, if not in some detail—the 
aptitudes of individual students; for ex- 
ample, it should become clear, at this 
primary level, whether any given in- 
dividual should in his later years, under- 
take predominantly manual work or 
predominantly mental work. 


many 


At the level of secondary education the 
aims and scope fall into two broad ecate- 
gories which I shall distinguish by eall- 
ing them respectively the technical and 
the cultural aims. These aims are not ex- 
clusively pursued in our’ secondary 
schools, since technical schools provide 
for the teaching of what I should classify 
as cultural subjects and the non-technical 
secondary schools often provide what 
may be termed technical subjects, but 
the two categories of aims may, I think 
be legitimately distinguished. 


, 


The technical aim is chiefly that of de- 
veloping particular skills which have to 
be applied in either mental or manual 
work, with perhaps some emphasis upon 
the latter; it may perhaps be regarded as 
an application of mental effort to manual 
work. This, broadly and subject to the 
qualification that the cultural aim is not 
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Accounting in Secondary Education—continued 
excluded, is predominantly the function 
of our’ technical secondary school 
curricula. 

The cultural aim, which (again broadly 
and subject to the qualification that the 
technical aim is not wholly excluded) is 
the function of our non-technical secon- 
dary schools, is threefold, viz.: (a) to 
further define mental aptitudes; (b) to 
provide a further basis for cultural ap- 
preciation; and (c) to provide a further 
basis for responsible citizenship. The 
word “further” is used here in relation to 
the extent that these aims are pursued at 
the primary level; that is, in these secon- 
dary schools a process which has already 
begun in the primary schools is continued 
at a higher level of effort and to a higher 
level of attainment. This cultural aim 
should also be the basis for any subse- 
quent professional education. 

Now mental work, which should be the 
predominant feature of the non-technical 
secondary school courses, may be (i) ab- 
sorptive, (ii) critical and analytical, or 
(iii) creative, and these characteristics 
probably represent the order of useful- 
ness (at least in the long run) of the three 
kinds of effort in our human society, cor- 


responding broadly with the vague 
human faculties of faith, reason and 
imagination. It is suggested that the de- 


velopment of absorptive mental capacity 
is a task to be undertaken at the primary 
stage, so that the aim of non-technical 
secondary education should be to: en- 
courage and develop the critical, analyti- 
eal and creative faculties of students 
rather than merely absorptive capacity. 
It is, I admit, practically impossible to 
embark on critical or creative mental 
work without a considerable absorptive 
capacity, but the development of absorp- 
tive effort should not be regarded as any 
large part of secondary education. 
Where does the study of accounting fit 
in to this scheme of educational aims? 
An accountant is defined as a person 
who is skilled in accounts, and the word 
“accounts” is nowadays interpreted in a 


wide rather than a narrow sense to cover 
the procedures and practices which com- 
prise the scope of accountancy. The pro- 
fessional accountant (whether engaged in 
public practice or in a particular enter- 

(Continued on page 463) 
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prise) acquires the greater part of his 
skill through experience and the practice 
of accounting. And accounting is a form 
of mental effort of a predominantly criti- 
eal and analytical character. (At times 
and to a certain extent it may partake of 
the character of creative effort, for ex- 
ample, in the installation of accounting 
systems, or the design of accounting re- 
cords and reports. ) 

Two questions arise. In the first place, 
does accounting as a field of study em- 
brace a body of knowledge or a form of 
procedure of such a nature as to make it 
useful in pursuing the cultural aim of 
citizenship? And secondly, should any 
attempt be made to communicate profes- 
sional skills in the study of accounting in 
secondary schools, and, if so, to what 
extent? 

Accountants are concerned primarily 
with financial phenomena, that is, with 
events which can be expressed in a mone- 
tary form or which have an economic 
significance. Since financial transactions 
appear to be most readily expressed in the 
transactions of commerce, some know- 
ledge of commercial practices is usually 
(and perhaps necessarily though incident- 
ally) obtained in the course of studying 
accounting. I know of no course or text 
book on accounting that has not got this 
feature of commercial practice either ex- 
plicitly exhibited or implicitly present as 
a background. And, indeed, most people 
are concerned with accounting in one or 
more of its principal functions—record- 
ing, reporting and analysing —at some 
time or other. For apart altogether from 
the individual, personal transactions 
which all people enter into, there are few 
today who are not members of a club, 
society, trade union or association of some 


Jkind which is an accountable entity for 


the monetary resources contributed by 
the members and which has to enter into 
business transactions on their behalf. 
Many others are directly interested in 
business transactions, and all, directly or 
indirectly, are affected by the financial 
activities of municipal, State and Federal 
government bodies. 

A knowledge of these commercial prac- 
tices is bound to be of some advantage in 
any consideration of social activity or the 
study of the economic aspect of social 
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affairs, so that the study of accounting 
which promotes an appreciation of these 
practices may fairly be said to be of some 
use in developing a person’s capacity for 
citizenship. 

Whether there is any element of cul- 
tural content in the study of accounting 
depends on what meaning is given to the 
word “culture.” I am not going to at- 
tempt its definition, but merely express 
my view that a cultured person is not one 
who simply pours out ideas that have 
been poured into him, but rather one who 
contributes something from his own men- 
tal processes towards what he has men- 
tally absorbed before he expresses his 
opinions or convictions about a particular 
topic. This necessarily, I think, involves 
a critical attitude towards data. (By 
“critical” here I mean critical, and not 
merely derogatory or fault-finding). A 


critical attitude is essentially based on an* 


application of reason; indeed, the appli- 
cation of reason to a given set of circum- 
stances implies a critical attitude towards 
them. It is submitted that a study of ac- 
counting, provided it is presented not as 
a subject based on rules to be learned by 
rote but as one based on the application 
of reason, may, to some extent at least, 
be used to inculcate a critical attitude. 


It may be observed in passing that an 
auditor is necessarily a critic, perhaps 
even a sceptic, in his field of work; he 
has to weigh evidence obtainable and 
determine carefully, very carefully, since 
personal responsibility is involved — 
whether he can be reasonably satisfied 
with it. 

The study of accounting can be made, 
throughout, a series of procedures based 
on reasoning—and so it may well become 
a satisfactory mental discipline. Its prob- 
lems deal with monetary values and may 
have reference to real financial situations, 
but it is not unlike mathematies in de- 
manding logical application for their ade- 
quate solution. That is to say, account- 
ing procedures should be presented as 
the expression of a unified accounting 
theory from which they are derived. The 
successful study of accounting provides 
practice in adopting a logical approach to 
specific problems; it emphasizes the 


analytical method of considering complex 





problems as divisible into a number of 
small component problems, each of which 
ean be solved according to a simple 
theory. From this point of view, the unit 
in accounting problems is the single trans- 
action, and the whole problem is equal to 
the sum of its parts. 

There is, however, a further require- 
ment involved in the successful study of 
accounting, namely precision and clarity 
in expression—a quality the development 
of which is an aim of many other school 
subjects and the achievement of which is 
useful in any sphere of activity. 

In ‘short, logical thinking, orderly 
working, critical observations and pre- 
cise expression are promoted by a study 
of accounting. This, in my opinion, is its 
most important aspect. A knowledge of 
financial activities and day-to-day pro- 
cedures of a considerable portion of the 
economic world in which we all must live 
and function is a very useful, but secon- 
dary attainment through it. 

As to the professional skill which ac- 
countants are deemed to possess, it is sug- 
gested that this is acquired principally 
in the course of professional practice 
(covering either “public” or “private” 
accounting, or both) and that the benefit 
in this respect of any study of accounting 
is rather limited. So far as teaching goes, 
such technical skill as may be acquired 
through a course of study is best based 
upon a knowledge and appreciation of 
the fundamental theory of accounting 
and the commercial practices in use. To 
quote the present Victorian Matriculation 
syllabus for the subject of Accounting, 
“the working of problems should there- 
fore be related to accounting theory as 
illustrations and applications of its funda- 
mental phases”; or in the words of 
Finney, an American text-book writer, 
“in the study of accounting the student 
should be presented early with an in- 
tegrated picture of the field of account- 
ing which should be kept in view at all 
stages.” Thus, it is suggested that the 
same basic course in accounting should 
be given in our technical schools as in the 
non-technical schools. In the former, 
however, some additional emphasis might 
be placed upon simple costing problems, 
such as would confront a tradesman run- 
ning his own business, and, in country 
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Accounting in Secondary Education—continued 
schools, upon simple examples relating to 
primary production. The acquisition of 
professional skill should be recognized as 
being preferably deferable until a profes- 
sional career is, or is about to be em- 
barked upon. 

Within current secondary school cur- 
ricula, accounting, as a rational study, 
might well take its place alongside (say) 
mathematics: as a study of social (com- 
mercial and financial) practices, alongside 
(say) social studies. The presentation of 
these two phases should be largely con- 
current, with the latter as illustrative and 
demonstrative of the former. 

Taking the three present standards of 
secondary education, namely, Intermedi- 
ate, Leaving and Matriculation, we might 
usefully consider the stage of accounting 
study that might reasonably be expected 
of students at each level. 

A student who has completed a study 
of accounting up to the Intermediate Cer- 
tificate level should, I think, have reached 
the stage where he would not be appalled 
by the mere sight of a column of figures 
in a financial statement. He should be 
able to understand, at least in general 
terms, the purport of a balance sheet and 
profit and loss statement; he should un- 
derstand the accounting nature of com- 
mon financial transactions and the way in 
which they may be recorded in a simple 
set of double entry records; and he should 
appreciate such points as that, for ex- 
ample, the ruling of a journal subdivision 
is, in practice, to be adapted to the kind 
of information it is*required to record. 

At the next, the Leaving Certificate 
stage, the student may be expected to 
understand, in a little more detail, the 
purport of the balance sheet and profit 
and loss statement, and in particular the 
nature and effects of some of the more 
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common balance-day adjustments. He 
should be able to appreciate something of 
the adaptation of accounting procedures 
to different kinds of proprietary organi- 
zation and to particular kinds of prob- 
lems,—such as, simple partnership state- 
ments and problems, or statements for 
non-trading enterprises. Attention might 
also be directed at this stage to the dis- 
tinction between “continuous” account- 
ing, exemplified by the profit and loss 
statement, and “venture” accounting, il- 
lustrated by consignment or joint venture 
accounts or simple job costs. 

At the Matriculation level, I think the 
student should be able to appreciate some- 
thing of the limitations of the balance 
sheet and profit and loss statement as 
well as their purport, and should be in- 
troduced to the use of supplementary 
reports, such as the funds statement. He 
might well be expected to undertake a 
simple analysis and assessment of finan- 
cial statements. Further illustrations of 
the application of accounting procedures 
might be found in (say) simple company 
problems and the like. 

I am tempted to suggest that. ai each 
stage of instruction, it would be a sound 
plan to encourage students to collect ex- 
amples of commercial documents and 
statements — invoices, receipts, balance 
sheets, and so forth—and to diseuss with 
them their place in an accounting system 
designed to interpret everyday affairs; 
this, it seems to me, would be more in- 
teresting and convincing than reliance 
upon text-book illustrations. 

In conclusion, I think we might say 
that a study of accounting has, depending 
somewhat upon the manner of its presen- 
tation, a place in secondary education as 
a means of developing critical and 
analytical mental capacity and as a means 
of conveying factual knowledge about the 
world in which we live. 





AND SO SAY ALL OF US! 


One year, A. Conan Doyle’s income was so small, says The New York Times, that 


he filed a return showing no tax due. 


The Treasury returned it marked “Very 


Unsatisfactory.” Doyle sent it back with a postscript, “I entirely agree.” 


The Journal of Accountancy, May, 1948. 
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COMMONWEALTH INSTITUTE 
OF ACCOUNTANTS 


INCREASE IN SUBSCRIPTIONS 


The General Council regrets the need for 
increasing the rates of annual subscrip- 
tions payable by members as from Ist 
January, 1950. In advising members of 
this need the Council feels that a lengthy 
and detailed explanation is hardly neces- 
sary. Members will readily appreciate 
from their experience in other directions 
that no institution can maintain its nor- 
mal activities today on a level of income 
based on rates of subscriptions fixed prior 
to the war. 


Apart from the adjustments made to 
the rates of subscriptions when the status 
of Licentiate was abolished in 1939, there 
has been little alteration in the annual 
contributions of members since the incep- 
tion of the Institute. In fact, the subscrip- 
tions of Fellows have remained unchanged 
at £2/2/- a year except during the period 
1923 to 1931 when the annual contribu- 
tion was £3/3/-. Associates paid £1/1 
until 1923, when their subscriptions were 
increased to £2/2/-. No change in this 
rate has since been made. 


The decision to increase the rates of 
subseriptions has been delayed as long as 
possible. Even then, it was reached only 
after a careful review of all items of ex- 
penditure had been made. In doing so, 
the Council could find no means of effect- 
ing substantial economies in working ex- 
penses without impairing the quality of 
services to members and the standing of 
the Institute in the community. 


During the war years, the income of the 
Institute was depleted because of the sus- 
pension of payment of subscriptions by 
members in the services. Deficits were 
avoided, however, by a curtailment of 
activities which was then appropriate. 
After the war, it was necessary and desir- 
able that normal activities should be re- 
sumed. With the rising tide of inflation, 
deficits were incurred in 1945 and 1946, 
and further deficits would have oceurred 





in 1947 and 1948 but for the large in- 
crease in new candidates for the examina- 
tions after the war. Revenue from appli- 
cation fees of new candidates has since 
fallen, and will continue to fall. With this 
drop in revenue coupled with rising costs, 
a substantial deficit will be incurred this 
year and, without remedial action, a much 
greater deficit would be ineurred next 
year. Costs of paper and printing have 
risen sharply, increasing the expenditure 
on such essential items as The Australian 
Accountant, annual research lectures, an- 
nual reports to members, examination 
papers, copies of the syllabus and other 
publications. These costs are likely to rise 
still further because of the devaluation of 
sterling. Rent of Institute premises and 
the costs of conducting meetings and lec- 
tures have all risen. In addition, of course, 
substantial rises in the cost of living have 
resulted in further expenditure on ad- 
ministration in all States. 


Increases in membership during the 
past two years have established new re- 
cords which are likely to be maintained 
for some years yet. But an increase in 
revenue from this source will not bridge 
the gap between income and expenditure. 
An expanding membership increases the 
general costs of services and administra- 
tion. Consideration has been given to the 
desirability of drawing on accumulated 
funds for the purpose of meeting current 
deficits. The magnitude of the deficits, 
however, would quickly make serious in- 
roads on funds which have been built up 
over a period of 62 years for the purpose 
of establishing the Institute on a sound 
financial basis. 


Other Institutes of Accountants in 
Australia, New Zealand, England and 
America have found it necessary to in- 
crease subscriptions by amounts ranging 
up to 100 per cent. General Council feels, 
however, that this Institute will be able 
to carry on with the following increases: 
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Increase in Subscriptions—continued 
Fellows, Metropolitan .. ae 
Fellows, Country .. 

Associates, ‘Metropolitan. ; 
Associates, Country om in 
Provisional Associates, Metropolitan 
Provisional Associates, Country 
Associates, Separate List 


(£1/1/- Metropolitan; 10/6 Country) .. 


Increases are also being made in exam- 
ination fees to cover the increased costs 
of conducting examinations. This will 
spread the burden over both members and 
students and will ensure that revenue 
from members’ subscriptions is wholly 
available for membership activity. 


MEMBERSHIP IN THE INSTITUTE 


The Institute renders the following in- 
dispensable services to students, to all 
classes of members and to the community 
in general: 

(a) Examination of candidates for en- 
try into the profession and co- 
operation with Universities, Educa- 
tion Departments and Technical 
Colleges towards this end. 
Activities of Students’ Societies. 
The maintenance of up-to-date 
libraries. 

Publication of The Australian Ac- 
countant and other technical works. 
(The journal is widely read by busi- 
ness executives, teachers, and 
students as well as by members.) 
Courses of study in specialized 
phases of accountancy, and en- 
couragement of research in account- 
aney by lectures, prizes and discus- 
sion groups. 
Appointment of expert committees 
for a variety of purposes affecting 
the interests of the profession. 
Employment Registers for members 
and students. 
The arrangement of Accounting 
Congresses at which technical 
papers can be presented and dis- 
cussed. 
(i) Sponsoring of visits to Australia of 
eminent authorities on accountancy 
from overseas. 


(b) 
(c) 


(d) 


(e) 


(f) 


(g) 
(h) 
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No change 


(j) The promotion of social relation- 
ships between members by meet- 
ings, luncheons and lectures. 
Service to the community through 
assistance rendered to Government 
Departments and various commer- 
cial bodies on matters pertaining to 
accountancy and finance. 

As time goes on, these services 
need to be expanded and improved. The 
additional revenue from increased sub- 
scriptions will enable the Institute to ren- 
der a type and quality of service in keep- 
ing with its reputation and, at the same 
time, to maintain its position in the 
community. 

The status accountants enjoy in the 
community today is due to the co- 
operative efforts of several generations of 
accountants. When starting an account- 
ancy career, a young member benefits 
from his identification with a formal as- 
sociation of men of established reputation. 
In time, he becomes established and 
passes on his status in the community to 
the next generation. And so, the responsi- 
bility for the continuity of professional 
activities rests with all age groups of 
members in whatever capacity they serve 
the community—whether in private prac- 
tice, in commerce or industry or in the 
publie services. Co-operation and fellow- 
ship in advancing the interests of the pro- 
fession of accountancy are thus achieved 
through membership of the Institute. 

The General Council is confident, there- 
fore, that all members will appreciate the 
need for preserving the Institute on its 
present basis and will support the Coun- 
cil in the action it is taking to do so. 


E. A. PEVERILL, 
President. 
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LEGAL SECTION 


Edited by 
R. E. O’NEILL, A.1.¢.A. 
TRUSTEE MAKING PROFIT FROM TRUST 
Remuneration of Trustee-Director Where 
Appointment Permitted by Will 


A testator, who died possessed of a hold- 
ing of the majority of the shares in L. Co., 
Ltd., provided by his will: ‘*‘I also declare 
that my trustees may at their discretion 
retain any investments I may have at the 
time of my decease... . And in particular 
in reference to*the shares held by me in 
L. Co., Ltd., I empower my trustees to 
retain the said shares for so long as they 
shall think fit and to make such arrange- 
ments with the satd company in reference 
thereto and for the appointment of my said 
trustees or either of them or any other 
persons as a director or managing director 
of the said company in my place... .’’ The 
articles of association of the L. Co., Ltd., 
provided for the remuneration of directors 
and the managing director. Jenkins, J., 
held that on the true construction of the 
will, the words of which must be construed 
with regard -to the terms of the articles of 
association, the trustees were entitled to 
procure their own appointment as directors 
of the L. Co., Ltd., at such remuneration 
as they might arrange with the company, 
and were not liable to account for that 
remuneration to the testator’s estate. (Re 
Llewellin’s Will Trusts; Griffiths v. Wil- 
1949] 1 All E.R. 487.) 

The following is an extract from the 
judgment: 

‘“The question I have to decide is 
whether the trustees of the testator’s will 
are accountable to the estate for remunera- 
tion received by them as managing direc- 
tor and director of a company called 
Llewellin’s Machine Co. Ltd., the bulk of 
the shares in which form part of the 


cor, 


testator’s estate. The general principle of 
equity is plain. It is, that a trustee may 
not profit from his trust. Thus, if a trustee 
of shares in a company by virtue of the 
control over the company which those 
shares give him gets himself appointed to 
the post of director or managing director, 
then, although his remuneration is not paid 
to him in respect of the trust holding but 
in respect of the work he does as director 
or managing director, yet, because he gains 
that emolument by virtue of the trust 
holding, he is not entitled to retain the 
remuneration for his own benefit. That 
principle is well-settled, and I have been 
referred to two recent which it 
has been discussed, namely, Re Macadam, 
{1945] 2 All E.R. 664, Re Gee, [1948] 1 
All E.R. 498. Far be it from me to say 
anything purporting to trench on that 
well-established and on the whole salutary 
rule. For the purposes of this judgment I 
wholly accept the position that, unless 
there is something in the testator’s will 
entitling the trustees to retain any re- 
muneration which they may receive as 
director or managing director of this com- 
pany, then the rule must apply, but there 
is no rule of equity which says that a testa- 
tor, if so minded, may not provide that his 
trustees can hold salaried offices in com- 
panies which the testator’s estate controls 
and receive the emoluments attached. to 
those offices without lability to account. A 
testator is perfectly at liberty to include 
such a provision in his will if he thinks fit, 
and, indeed, as a matter of business it is 
often a very sensible provision to make.’’ 


cases In 


VALUATION OF SHARES FOR PURPOSES OF FIXING 
COMPENSATION TO SHAREHOLDERS WHERE SHARES 
COMPULSORILY ACQUIRED BY CROWN 


The House of Lords has unanimously 
affirmed the decision of the Court of 
Appeal in Short & Another v. Treasury 
Commissioners which was noted in the 


Legal Section of the Journal at pages 30-31 
of the January, 1948, issue. The House of 
Lords’ decision is reported in [1948] 2 All 
E.R. at page 509, as follows: 











Legal Section—continued 
On March 17, 1943, the Minister of Air- 
eraft Production, in exercise of his powers 
under the Defence (General) Regulations, 
1939, reg. 55 (4), appointed a controller of 
the undertaking of a company. On March 
22, 1943, the Minster ordered to be trans- 
ferred to his nominees all the shares of the 
company. On May 31, 1943, by a further 
order, made under reg. 78(5) of the 
Defence Regulations, the price of the 
shares so transferred was fixed at 22/3 or 
29/3 per share, according to class, figures 
which were arrived at by reference to the 
prices of the shares of those classes ruling 
on the stock exchange at the date of the 
appointment of the controller. The share- 
holders contended that, as the transfer was 
of all the shares in the company, the ap- 
propriate mode of fixing the price of the 
shares was either (i) to ascertain the value 
of the whole undertaking and then to de- 
termine the proportionate value of the 
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in one hand, so as to comprehend the 
value of the complete control of the under- 
taking thereby conferred. Held: the price 
referred to in reg. 78 (5) was that to be 
paid for ‘‘any shares,’’ which referred to 
those embraced in an individual holding, 
and not to the value of the shares as a 
whole; it was convenient to decide the 
value of individual holdings by reference 
to the stock exchange price at the date of 
the appointment of the controller; and, 
therefore, the method of valuation adopted 
was in principle correct. 


‘‘T desire only to add that, if some one 
shareholder held a number of shares suf- 
ficient to carry control of the company, it 
might well be that the value proper to be 
attributed to his holding under the regula- 
tion was greater than the sum of the values 
that would be attributed to the shares com- 
prised in that holding if they were split 
between various persons. The reason is 








that he has something to sell — control — 
which the others considered separately 
have not.’’ Per Lord Uthwatt, at p. 513. 


separate classes of shares and of individual 
shares within each class, or (ii) to appor- 
tion the value of the totality of the shares 























STOCE VALUATIONS 


While accountants may continue to use the expression “lower of cost or market” 
in statement presentation they should think of it as the “lower of cost or residual 
useful cost.” Also, they should think of the inventory more from the standpoint of 
the income statement and less from the standpoint of the balance sheet. 








Anson Herrick, in The Journal of Accountancy, May, 1948. 












TELEVISED ANNUAL REPORT 


Union Oil Co. of California introduced a 22-minute motion picture to the public 
on April 13 entitled “Report for 1947,” based on its annual report. It was televised 
in nine major cities. The television audience saw and heard the president and 
other company officials who discussed various aspects of its corporate affairs. 
Actual operations in. oil fields, refineries, transportation, marketing, and other 
departments also appeared on the screen. The film was also exhibited at the annual 
stockholders’ meeting on the same day as the telecast. It has subsequently been 
shown to employees. 









The Journal of Accountancy, May, 1948. 
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STUDENTS’ SECTION 


Edited by 
O. R. MacDona bb, A.1.¢.A. 


CHECKS ON THE ACCURACY OF DEBTORS’ ACCOUNTS 


by 


O. R. MacDonabLp, A.1.C.A. 


Two methods of check on the accuracy 
of debtors’ accounts which are useful in 
practice are (a) the circularizing of the 
debtors by the auditor, and (b) the ex- 
amination of bank deposit slips. Each of 
these methods has been frequently the 
subject of examination questions, and it 
would appear from the reports of exam- 
iners that many answers have fallen short 
of the required standard. 


(a) The Circularizing of Debtors.—An 
effective method of verifying the balances 
shown in the debtors’ ledgers is to ask the 
debtors to confirm, or otherwise, the ac- 
curacy of those balances. As a rule, the 
auditor will not consider it necessary to 
send a. circular or letter, although there 
may be times when this course is desir- 
able. The usual procedure is for the 
auditor—with the permission of his client 
—to control the despatch of the monthly 
statements at certain periods. With the 
statements will be incorporated a request, 
either in the form of a gummed memor- 
andum slip or the impression of a rubber 
stamp, for the debtor to communicate 
direct with the auditor in the event of 
there being anything which appears to be 
inaccurate in the statement forwarded to 
him. \ 


This provides a good safeguard against 
the over-statement of sundry debtors in 
the balance sheet, although it does not 
necessarily supply a check on the ae- 


curacy of the accounts throughout a 
period. It may also fail to detect an 
under-statement of the total indebtedness, 
e.g., Where a debtor’s account appears in 
the ledger as showing a credit balance, or 
no balance at all, when actually an 
amount is owing by that debtor. In such 
a case, no statement would be sent to the 
debtor. Despite these and other deficien- 


cies, the practice is so useful in detecting 
discrepancies and inaccuracies that it 
should be instituted wherever possible. 

The auditor should check all statements 
with the ledger accounts, and initial the 
balances in the debtors’ ledger. The in- 
sertion of the statements into their re- 
spective envelopes, and the posting of 
them, should be performed or superin- 
tended by the auditor. 

The auditor will find it a saving of 
time to check the schedules of debtors 
concurrently with the verifying of the 
statements. This method also reduces the 
possibility of omissions, alterations, sup- 
pressions, and other manipulations. It 
is possible, for example, for sheets or 
cards to be removed from the ledgers 
when the statements are being checked, 
and to be replaced when the schedule of 
debtors being compared with the 
ledger. 

Other points to bear in mind, and the 
difficulties sometimes to be found in prac- 
tice, are: 

1. False names and addresses. To cover 
up defaleations, accounts may be entered 
in the ledger under a false name or ad- 
dress. To guard against this, it is a good 
plan to send out the statements in the 
auditor’s own envelopes. Any accounts re- 
turned to him by the postal authorities as 
unclaimed would then be subjected to close 
enquiry. The use of ‘‘open-face’’ or ‘‘win- 
dow’’ envelopes provides a saving of time, 
and obviates any possibility of the en- 
velope and statement being differently ad- 
dressed. Addresses in the ledger may be 
crossed out, with the words, ‘‘ Letters re- 
turned’’ or ‘‘address unknown.’’ Unless an 
envelope so endorsed is produced to the 
auditor, he should test the accuracy of this 
by sending a statement to latest known 
address. 


is 
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Students’ Section—continued 

2. Goods dated forward. It is a common 
practice for sales to be made and goods 
delivered during one month, but to be 
charged for as the first of the following 
month. The debit against the customer will 
appear in the ledger account, but not (as 
a general rule) in the statement rendered 
to him. This practice of ‘‘dating forward’’ 
is often troublesome to the auditor, 
whether it is the debtors’ or the creditors’ 
accounts he is checking. The most satis- 
factory method, from the auditor’s point 
of view, is for the items to be recorded 
separately on the statement, with an in- 
dication that they are not yet due for pay- 
ment. It is desirable that the auditor in- 
spect the goods outward records to satisfy 
himself that goods have been delivered on 
the dates recorded, and in addition he 
should ascertain from his client or a re- 
sponsible officer that the transactions are 
in order. 


3. Assigned accounts. It is unusual to 
send monthly statements to the trustees of 
assigned or bankrupt estates. The auditor, 
however, would do well to have statements 
forwarded to the trustees or the debtor 
personally whenever the audit inquiry slip 
method is put into effect, as the slip or 
rubber stamp indicates that it is for audit 
purposes only, and that it is not a demand 
for payment. A similar course can be 
adopted where the debtor requires a state- 
ment of account on a special claim form, 
as is the case with some Government bodies. 


4. Accounts paid after end of previous 
month. Settlement wholly or in part, of 
accounts is sometimes made after the end 
of the month, but before the issue of the 
statements. The practice of some concerns 
of sending a statement showing the in- 
debtedness at the end of the month, with 
a memo. that amounts received since that 
date will be credited on the next state- 
ment, is commendable, but even where this 
method is in use it may not be customary 
to send statements to those debtors whose 
accounts are settled in full by the payment. 
It is essential that the auditor should see, 
by reference to the cash book and receipt 
books, that all items not charged on the 
statements, by reason of payment being 
made since the last day of the month, 
have actually been received and banked. 
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5. When the check should be made. The 
ideal method, of course, is for all state- 
ments to be checked by the auditor, and 
issued by him with inquiry slips. This, 

however, would seldom be practicable, ex- 

cept with small concerns where the auditor 

is required to perform some duties beyond 

the ordinary scope of an audit. The most 

suitable time is at balancing date. The 

auditor should decide for himself whether, 

in the particular circumstances, a more fre- 

quent check is advisable. If a special check 

is to be made,the notice to the ledger-keeper 

should be as short as possible, so that, 

should there be any irregularities, the per- 

son coneerned would have less opportunity 

of covering them up before the investiga- 

tion of the accounts. 

A debtor sometimes resents receiving 
what appears to him to be a special demand 
for payment—particularly if his account 
is slightly overdue—but with the increas- 
ing use of the practice this objection is less 
frequently encountered. The effectiveness 
of this form of check is somewhat lessened 
by the fact that debtors frequently ignore 
the auditor’s request and, if they do dis- 
pute the accuracy of the account, make 
their complaints direct to the concern. 

In certain circumstances, it may be de- 
sirable for the auditor to issue a special 
circular. Where this is done, the debtor 
should be requested to confirm the ac- 
curacy of the amount of his indebtedness 
or to give his reasons why he believes it to 
be inaccurate. Space for his reply should 
be provided. To obtain a satisfactory re- 
sponse, it is advisable to enclose with the 
circular reply-paid envelopes addressed to 
the auditor. By arrangement with the 
postal authorities, the envelopes can be 
specially marked, so as to provide for the 
payment of postage on delivery to the 
auditor, thus avoiding the necessity of 
affixing to the envelopes postage stamps, 
many of which, as experience has shown, 
are not utilized for the intended purpose. 

The most common form of replies re- 
ceived by the auditor from debtors are 
those which claim that credit has not been 
given for goods returned, that certain al- 
lowances have not been made, that over- 
charges have occurred, or that credit has 
not been given for a payment made a few 
days earlier. They may seem of so trivial 
a nature as to be not worth while bothering 
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about, but they should all be carefully en- 
quired into, and frequently some weak- 
nesses in the system in operation will be 
disclosed, which can then be rectified. 


(b) Bank Deposit Slips.—The second 
useful method of verifying the accuracy 
of debtors’ accounts is that of comparing 
the receipts cash book with duplicate 
bank deposit slips. It cannot be effec- 
tively employed unless a carbon-duplicate 
bank deposit book be kept, the original 
slip being lodged with the bank, and the 
duplicate (stamped by the bank teller) 
being retained. The auditor should re- 
commend the use of such a book. If de- 
tailed duplicate deposit slips are not in 
use the auditor’s only recourse is to refer 
to the original copy in the bank’s posses- 
sion—a ,tedious task and troublesome to 
the banker, for the slips are usually filed 
in chronological sequence, not classified 
under names of customers. 

Unless fraud is known or suspected, a 
test check is usually sufficient. If it were 
decided, for example, to examine the de- 
posits for the closing month of the period, 


the cheques shown by the bank deposit 
book as being comprised in each deposit 
during the month would be compared 
with the items making up the correspond- 
ing bank lodgment as shown by the cash 


book. If defaleations were being con- 
cealed by means of utilizing the receipts 
of one day to make up deficiencies of 
previous days (or other manipulations of 
a more permanent nature), there would 
be every likelihood of the defalcations 
being discovered by this method, particu- 
larly where most of the debtors settle 
their accounts by cheque. It will also dis- 
close if the concern’s own cheques (such 
as those drawn for petty cash, ete.) or 
the cheques of a principal or an employee 
are being banked in lieu of cash. These 
transactions may be quite in order, but 
the auditor should be aware, and should 
make sure that his client is also aware, 
of them. They should be avoided, when- 
ever possible. : 

In practice, the check does not always 
work smoothly. Some difficulties which 
arise that may tend to detract from the 
efficiency of the scrutiny are: 

1. The possibility of false duplicate 
slips, or of a false deposit book, being 
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submitted to the auditor. Where the ac- 
tual duplicate of the pay-in slip, stamped 
by the bank teller, is retained, this possi- 
bility is somewhat remote. 

It is important as a guard against alter- 
ations after the submission of the dupli- 
cate to the bank teller, that the auditor 
should compare some office copies of the 
pay-in slips with the originals lodged 
with the bank, selecting preferably, slips 
which show signs of alterations or 
erasures, 

2. The use of a cheque drawn by one 
person, legitimately or not, by another 
person, in payment of an amount due by 
the latter. 

3. The receipt of a cheque of greater 
amount than that of the debt, necessitat- 
ing the giving of change to the debtor, or 
the cashing of a cheque for some person. 

4. The receipt. of a cheque in payment 
of several accounts, requiring the issue 
of more than one receipt. The difficulty is 
aggravated if the sum represented by 
each receipt must be paid into a separate 
bank account. This is one of the major 
obstacles encountered when examining 
the bank deposit books of a municipality 
(in Vietoria), which usually has a number 
of bank accounts. 

As it obviously is impossible to divide 
a cheque into two or more parts, it fol- 
lows in (3) and (4) above that some sort- 
ing of the money in hand is necessary 
before the cashier can prepare his deposit 
slips, with the result that even cheques in 
payment of one account only, and which 
should have normally been paid into, say, 
“No. 1 Account,” will be paid into “No. 2 
Account.” This unavoidable form of 
“cheque-splitting,” may readily lead to 
abuse. 

When checking the make-up of the 
bank deposit slips, the auditor will refer 
principally to the receipt books, if it is 
the practice of the concern to issue official 
receipts. If there is no such practice in 
operation, his principal source of check 
will be the cash books. The auditor 
should, however, recommend that an 
official receipt should always be given, a 
earbon copy of the receipt being retained. 
It frequently happens that receipts are 
required by the payer in some other form. 
The practice of requiring the payee’s re- 
ceipt to be made out on the back, or in 
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some cases, on the face, of a cheque, while 
it has much to recommend it, has disad- 
vantages from the viewpoint ©f the 
auditor of the recipient’s books, involv- 
ing, as it does, some deviation from the 
practice of issuing the official receipt. 
Some concerns gum the official receipt on 
to the back of the cheque, but the auditor 
has no means of checking that this prac- 
tice is invariably followed. 

Possibly the best plan is to require that 
receipts be made out for all money re- 
ceived, and that the originals be left in 
the receipt book, or detached and filed 
away numerically, until cancelled by the 
auditor. A memo., such as “Receipted on 
cheque” or “Receipted on official claim 
form,” ete., should be made on the office 
copy. 

When checking the make-up of a de- 
posit slip, the auditor would be greatly 
assisted if particulars of how the payment 
was received were inserted on the receipt, 
e.g.: 

(a) If tendered for the exact amount 
of the receipt, ‘‘By Cheque,’’ ‘‘ By eash,’’ 
“By postal notes,” ete., should be stated, 
and where the cheque is not the payer’s 
own, a note “Cheque A.B.,” and 
particulars, if required, should be added. 

(b) If a cheque for more than the 
amount due is given, a footnote should be 
appended, “Cheque A.B., £20, change 
given in cash, £5.” (Country stores, in 
particular, are frequently called on to 
cash cheques for customers who have re- 


The Australian Accountant 


other 


December, 1949 


ceived payment by cheque for sale of 
their produce. ) 

(ec) If several receipts are issued, add a 
footnote to each receipt, “Part of cheque, 
£20,” with other particulars as in (a) or 
(b) if required. 


The two methods outlined in this article 
have been found of great value in actual 
practice. Where defalecations are known 
or suspected they are usually employed in 
ascertaining the sums involved, or in veri- 
fying or allaying the suspicion. Their 
efficacy having been exemplified in such 
instances, it is evident that, had they 
been previously employed, the frauds 
would never have occurred, or would 
have been discovered before they had 
assumed any considerable proportions. 


Throughout this article, frequent refer- 
ence is made to the detection of fraud. It 
must be emphasized, however, that the 
attitude of the auditor need not be that 
of a detective, or even of a special inves- 
tigator. Fraud is, happily, relatively rare, 
and the auditor is quite justified in assum- 
ing the honesty of the staff of his clients, 
unless in the conscientious discharge of 
his duties he discovers any suspicious ¢ir- 
cumstances. The checks mentioned should 
be taken for the purpose of discovering 
errors, faulty methods, carelessness, and 
the lack of efficiency—all of which may 
be causes of loss to the management— 
quite as much as with the object of pre- 
venting or detecting surreptitious manip- 
ulations of cash. 


THE GRAMMARIAN 


The following appears in the introduction to a certain grammar book: 


“The 


author of this work, at the same time that he has endeavoured to avoid a plan which 
may be too concise or too extensive, defective in its parts or irregular in the 
disposition of them, has studied to render his subject sufficiently easy, intelligible 
There is nothing easy about this sentence. Substitute “while” 


and comprehensive.” 
for “at the same time that”; omit “which may be”; substitute “book,” “work,” 
“treatise” or “compilation” for “subject,” and you have cleansed the sentence a 
little. This pompous pedant did not mean that he-had tried to make his subject, 
namely, grammar, “easy, intelligible and comprehensive.” Let us have another 
shot at the sentence: “The author, while he has avoided a plan too concise or too 
extensive, defective in its parts or irregular in the disposition of them, has tried to 
make his treatise easy, intelligible and comprehensive.” This rendering is a lot 
“easier” and retains its original pretentiousness. 
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